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RECIPROCITY WITH GERMANY. II 


In a former paper it has been shown how our tariff contro- 
versy with Germany has, after a period of perhaps fifteen years, 
at last resulted in some changes in customs administration and 
in the negotiation of a reciprocity treaty. The terms of these 
changes in customs administration have been sketched in the 
former paper. The terms of the reciprocity treaty have not been 
made public,’ but their general tenor is well understood to be a 
reduction of probably 20 per cent. on a certain list of enumerated 
articles, in return for corresponding reductions in American 
goods entering German ports, with some concessions to Ameri- 
can meat products exported to Germany. It is doubted by few 
that we can prolong the existing modus, negotiated by the tariff 
commission of 1907, at our pleasure. The questions therefore 
arise: How far is this modus desirable? How far will it estab- 
lish a satisfactory basis of trade? Why should we negotiate any 
reciprocity treaty? Will such a treaty interfere with more far- 
reaching and more beneficial tariff changes that might be made 
in the future? An attempt will be made to furnish a tentative 
reply to some of these questions. The present situation is 
crucial. It is the well-understood purpose of the existing adminis- 
tration to throw the reciprocity question into the hands oi the 
next Presidential convention for settlement, should the Senate, 
as now seems likely, turn a deaf ear to the whole subject. The 
attitude now to be taken by the voters of the country will there- 

*The terms of the agreement with Germany published since writing the 


above are appended to this article. 
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fore be necessarily decisive, not only of this particular phase of 
the tariff issue, but possibly of very much broader problems con- 
nected with it. 


I 


It is well first of all to understand our precise position on 
the general question of international commercial relations. If 
things go as at present, there need, perhaps, be little alarm from 
the protective standpoint. As seen in a former paper, we shall 
receive under the present agreement about 97 per cent. of all 
the tariff reductions to which any country having “favored- 
nation’ relations with Germany is entitled. This signifies, in 
other words, that we are at a disadvantage in German trade 
only on about 3 per cent. of all articles entering into that trade. 
There are many more articles than would be represented by 
this 3 per cent. upon which reductions not accorded to the 
United States are granted to the countries in which the goods 
originate. But this, of course, is of little interest to us. The 
main fact in the situation is that, on those goods in which we 
are interested and in which we compete with others, only about 3 
per cent. are so treated under the new agreement as to prefer 
other countries. This is not a situation that need cause worry 
to protectionists for the immediate present. Provided we could 
expect to go on indefinitely upon the present basis, and could 
anticipate no difficulty with other countries due to the same 
causes, it would be entirely reasonable to say that we had come 
out of the situation as well as could have been anticipated, and 
that the mere getting of further preferred treatment upon 3 per 
cent. of our exports to Germany would hardly be worth the 
effort it would cost. If, therefore, we had no interest in the 
problem of tariff accommodation and concession from any 
broader standpoint, and were merely intent upon getting what 
we could in the way of tariff reductions for our exported goods, 
we might perhaps rest content—granting that the suppositions 
already made continued to hold. 

But these hypotheses are sound only from the temporary 
standpoint. As pointed out in our former paper Germany is 
dissatisfied with the attitude of this country in the interpre- 
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tation of the most-favored-nation clause of our commercial 
treaties. She feels, and rightly, that our present policy, in 
view of that clause is not founded in justice. Hence she asks 
either that we should consent to adopt her interpretation, or that 
each country be permitted to make its own interpretation 
without further friction. Therefore, more as a vindication of 
principle than for any other reason, Germany has placed us 
upon a basis of disadvantage with reference to other competing 
nations. True, this discriminating policy is limited in scope, 
applying to only about 3 per cent. of competing commodities ; 
but it contains in it the seeds of possible future trouble. If 
Germany should at a later date, as she may do at any time, con- 
clude commercial treaties giving to one of our commercial rivals 
large advantages in German ports, and should decline to accord 
to us similar advantages under the most-favored-nation clause of 
our treaty with Prussia of 1828, the situation might suddenly 
grow serious. Moreover, it is a fact that the attitude of other 
countries is far from encouraging. They are taking the stand 
that they also must have tariff concessions, if they are to grant 
us the same advantages of entry into their ports that are given 
to the most favored nations. They are therefore inclined to place 
us at a differential disadvantage. This has already appeared in 
the case of one or two, with whom we have lately had diplo- 
matic passages at arms. Finally, it should be understood that, 
even if we could be saved from this danger of discrimination 
and could be assured that all would go on upon the existing 
basis of commercial relationships, it would still remain true that 
the present basis is far from ideal, and that too without any 
regard to the abstract question of protection or free trade. This 
is for the reason that the tariff concessions which we are to 
enjoy under the new modus have been shaped by other countries 
and not by ourselves. The difficulty can be understood by a 
moment’s reference to the system of maximum and minimum 
rates which the Germans have built up. Maximum rates were 
first fixed, and then by special treaties arrangements were 
made for letting down these rates in the case of certain enu- 
merated commodities. Such arrangements were not made by 
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the United States, but were negotiated by the seven countries 
which entered into commercial treaties with Germany and which 
are on the most-favored-nation basis. After these treaties had 
been negotiated, the United States, through its negotiations of 
the past year, merely secured the extension of the same reduc- 
tions of duty to our commodities. It is as if a suit of clothing 
made to measure for one individual were by courtesy placed at 
the disposal of another for his immediate uses. The suit would 
be better than none, but would not be likely to meet the needs of 
the second person as well as one made for him. Suppose, 
for example, that special advantages had been granted to China 
on tea shipped to Germany from the latter country. Sup- 
pose further that the United States is granted the benefit of 
the same advantages in duties. This will not materially benefit 
the United States, because our tea crop is an exotic prod- 
uct raised simply as an experiment. The same is true, in a less 
extreme way, of other goods in which it would be well for us if 
we could get reductions but on which other countries are not 
particularly desirous of changes, because they are not active com- 
petitors in those lines. 

From what has been said, therefore, it is seen that neither 
positively nor negatively is the present status in trade with Ger- 
many satisfactory. Jt is not certain to last. It may be changed 
for the worst at any moment. It is ill adapted to our needs under 
the most favorable conditions. 


II 


If the German situation is thus unsatisfactory, what can be 
done? What must be done to ward off the threat of tariff retali- 


ation, and to give us as good a status as that which belongs to 
anyone in German markets? These questions may be considered 
separately. 

In order to be sure of receiving in the future the treatment 
accorded by Germany to the most favored nations, we must first of 
all come to an understanding with Germany as regards the inter- 
pretation of the most-favored-nation clause in commercial treaties. 
It will not be sufficient to accord to Germany some reductions 
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in rates of duty. We must in addition discuss, and come to a 
common basis upon, the broader question of commercial policy. 
It is today our fixed principle not to extend to nations having 
commercial treaties with us the reductions of duty or other com- 
mercial privileges which are granted to other nations by subse- 
quent agreement. Germany, in common with other European 
nations has adopted the other attitude with regard to this question, 
and automatically extends to all countries having most favored 
relations with her such tariff concessions as are later given to 
others. Can we gain our own consent to pursue the same 
policy, thus altering our traditional plan of action? This is 
purely a question for our State Department to determine. It 
can, if it chooses, alter its interpretation of this clause wher- 
ever it occurs in commercial treaties with Germany and with 
other countries. Such a step would be a radical departure 
from anything that has been attempted hitherto, and would 
doubtless lead to suits before the Supreme Court of the United 
States for the purpose of deciding whether such interpretations 
by the Department would hold. But it is not a subject which 
calls for legislation. Should the State Department adopt this 
view of the clause in question, the result might not be of great 
importance with respect to any considerable number of com- 
modities at the present time, but it would in the long run be 
of much significance. This significance would grow as a reci- 
procity system involving a large group of commercial treaties 
was carried farther and farther. A good idea of its bearing 
can be had from a glance at our present relations with Cuba. 
Suppose that we should come to an understanding with Ger- 
many whereby we agreed to adopt the German view of the 
most-favored-nation clause for all subsequent commercial 
arrangements. Suppose further that we should extend the 
duration of the reciprocity treaty now in force between Cuba 
and ourselves. That treaty grants a reduction of 20 per 
cent. upon Cuban goods entering the United States. Chief among 
these goods is, of course, sugar. Germany has an extensive 
beet-sugar industry, and is extremely desirous of enlarging and 
fostering it. Laying aside the possibility of some evasion based 
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upon the difference between raw and refined sugar, and suppos- 
ing that the reduction is continued at 20 per cent. on all classes 
of Cuban sugar, it is evident that an interpretation of the most- 
favored-nation clause which would give to German sugar the 
same advantages that are accorded to Cuban would be an act 
of fundamental importance. It would mean that the amount 
of sugar coming to compete with the domestic beet-sugar prod- 
uct at the lower rates mentioned in the Cuban treaty might be 
enormously increased. Should this interpretation be extended 
to all countries under the most-favored-nation clause—as it 
would have to be, were it granted to any one of them—the con- 
clusion of a given commercial treaty would be almost tanta- 
mount to a flat reduction of duty, applicable to all the world, on 
the articles included in the given treaty. Of course, this would 
not hold true of countries which did not enjoy favored-nation 
relations with the United States. But it is also true that such 
countries would probably make application to be placed upon the 
most-favored-nation basis, and that, if they offered substan- 
tial concessions to us, we could hardly refrain from meeting 
their request. This is the demand which Germany practically 
makes when she suggests that we adopt the interpretation of 
the most-favored-nation clause which prevails in Europe. It is 
the present general understanding that only through the adoption 
of such an interpretation can we in the future secure the status 
of most favored nation with Germany herself, and be sure of 
receiving all reductions of duty that are accorded to the goods 
of any other nation entering German ports. 


III 


The problem of the most-favored-nation clause does not 
exhaust the issues which are now at stake between ourselves and 
foreign nations. Even if we were willing to accept their inter- 
pretation of that clause, and thus to safeguard ourselves against 
future discrimination, there would remain the question whether 
it would be wise to go on and put into effect a system of reci- 
procity treaties like that prepared by the tariff commission which 
visited Germany last winter, but not yet made public. The 
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question eqitomizes the whole issue of protection and the 
revision of the tariff. From what has already been said 
it is clear that, with a changed interpretation of the most- 
favored-nation clause, a reciprocity treaty with Germany will 
almost commit us to general flat reductions of duty in corre- 
sponding amounts; and that we shall be absolutely thus commit- 
ted in the case of those countries with which we have favored- 
nation relations. We may be led to embark upon a series of 
treaties which will be tantamount to progressive reductions of 
the tariff, each successive change in a treaty being automatically 
extended to other countries. 

This is not the place for an abstract discussion of the advis- 
ability of general tariff revision. For the purposes of this paper 
it will be assumed that at least some recession from the existing 
schedules is requisite and would have good results. Few serious 
students of the tariff situation now existing in this country would 
be inclined to quarrel with so moderate a position as is thus 
stated. Granting these premises, therefore, the problem of 
reciprocity with Germany becomes reduced to a question whether 
it is better to get the reduction by negociation or to reach 
the same object through a general revision of the tariff. Look- 
ing at the question from this standpoint, it may fairly be said 
that two questions only are involved: (1) Do we want the 
tariff reductions quickly, or do we prefer to work them out 
slowly and to put them into operation only as we are obliged to 
do so? (2) Do we believe that, by putting the reductions of 
duty on which we have determined into the form of treaties, we 
can get compensating advantages in foreign markets which 
would be beyond our reach were we to concede such reductions 
at once and without return—as would be done through a flat 
curtailment of duties by general legislation? Granting the 
premises already stated, there need be little delay over the first 
of these questions. If tariff reductions are desirable at all from 
the standpoint of home industry, there can be no doubt that 
they are desirable at once. The choice between the two modes 
of tariff revision, therefore, reduces itself to a question whether 
the one will give us compensating concessions while the other 
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will not. It should be admitted at once that the apparent argu- 
ment is in favor of getting as much in the way of openings for 
our goods in foreign markets in return for what we may concede 
in tariff reductions as is possible. But a closer analysis will 
possibly lead to a modification of this conclusion. Tariff retalia- 
tion is dangerous. The shifting and changing of duties through 
successive reciprocity treaties is not desirable from a purely busi- 
ness standpoint. Moreover, in this country, it is hard to work 
up a public opinion that will suffice to force through Congress 
treaties involving reductions of duty as often as these treaties 
would probably require to be passed, were they to be a regular 
feature of tariff policy. A tariff struggle that has been suc- 
cessful enough to produce legislation should not be wasted 
in merely making some tentative and inadequate changes which 
do not cover the whole ground that requires attention. It would 
seem, therefore, that to rely upon the adoption of successive 
reciprocity treaties for the purpose of reducing such tariff duties 
as may be thought to demand change is impracticable. The 
question remains: Is there any way by which the advantages of 
commercial bargaining may be combined with those of tariff 
revision immediately carried out? 


IV 

It is to meet this situation that suggestions with reference to 
a maximum and minimum tariff system are now being numer- 
ously and urgently put forward. Revise the tariff broadly, say 
the adherents of this plan. Determine the lowest point to which 
under existing conditions we are willing to allow duties to go. 
Fix a maximum rate somewhat higher than these mimima, and 
permit the executive branch of the government to conclude com- 
mercial agreements with the different countries, ultimately apply- 
ing the reduced duties to the goods of other countries in such 
measure as may be dictated by their treatment of our goods. 
Thus we should get the advantage of tariff reduction, and at 
the same time should be in position to do whatever was possible 
through tariff bargaining. It is complained that this plan would 
throw into the hands of the executive too great a power, and 
that he would be able under such a system to introduce those 
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progressive changes in the schedules of duties which are con- 
fessedly bad for business stability. This may be true, but is an 
objection which inheres in such a system of tariff regulation. 
There can, moreover, be no doubt that the proposed plan is 
clumsy. If the minimum duties are established at a horizontal 
reduction below the maximum, the changing of several articles 
from the maximum to the minimum schedule involves a change 
which affects them very unequally. If there is an elaborate 
schedule of minimum rates bearing different relations to the 
maximum duties the situation is less annoying to the manufac- 
turer and retailer, but is still unsatisfactory. If the executive 
is permitted to fix any rate he may choose intermediate between 
the maximum and minimum, there is a repetition of the former 
danger, and in addition the possibility of lodging too great 
a power in the hands of the President and the Department 
of State. A variation of the maximum-and-minimum plan 
which has been proposed in a number of different quarters with 
considerable force is that of merely extending somewhat the list 
of commodities mentioned in section 3 of the Dingley act. This 
would give to the President a certain number of commodities 
which could be used in commercial bargaining with other coun- 
tries. Such commercial bargaining would result, if skilfully 
carried on—supposing that the list of commodities is carefully 
selected—in getting for us the bulk of the advantages to be 
derived from reciprocity treaties of the more formal type. At 
the same time, the power of the executive in changing the tariff 
would be limited very materially, and would not be sufficiently 
extensive to give ground for anxiety. The bargaining we have 
done by the use of the commodities mentioned in section 3 of 
the Dingley act has been unexpectedly successful, consider- 
ing the limited character of that section, and it might fairly be 
anticipated that this modification of the maximum-and-minimum 
plan would give us most of the advantages of that general system 
with few of its disadvantages. 


V 


It is fair to ask what one of the various alternatives that have 
been suggested as a means of escape from our present dilemma 
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is most expedient from the point of view of practical politics. 
Expediency must be considered by the statesman in all public 
affairs, but there is perhaps no domain of public action in which 
there is a greater call for regarding it than in the manipulation 
of the tariff and of commercial relations in general. 

Considering the situation from this standpoint, it may be 
stated at the outset that the whole question of German recipro- 
city and of tariff revision in the larger sense is purely academic, 
so far as the coming session of Congress is concerned. The 
determination of the Republican leaders to take no action pend- 
ing the submission of tariff questions to the electorate is evidently 
positive. Granting that the subject is to be discussed, therefore, 
at the coming national convention and in the Presidential cam- 
paign, it is clear that the contest to be successful must be rested 
solely upon the general issue of tariff revision. The jargon of 
“most favored nation,” “special commercial advantages,” “‘cus- 
toms administration,” and the like, is not adapted to the stump, 
nor will the average man pay much heed to it. Even the less 
obscure question of German reciprocity is too complex to be 
followed in all its bearings. But even if it were perfectly simple, 
and even if there were no trouble in placing the issue squarely 
before the popular mind, there would remain the doubt whether 
the issue is one on which it would pay to go before the country 
and carry through a great popular contest. Such a contest should 
have broader results, else it would not be worth the friction and 
trouble which it will involve. The coming struggle should 
center strictly around the basic question whether there shall be 
general tariff revision at all, no matter how moderate. The 
problem of reciprocity is a problem of detail. But it should be 
noted that there will be far less difficulty in passing and applying 
the modified form of the maximum-and-minimum system which 
has already been described, than in accepting the fully developed 
system now employed by Germany. In brief, it would seem that 
the call of the present situation is for a popular mandate dictating 
the revision of the tariff, and that such revision should probably 
be accompanied by an extension of the policy suggested in section 
3 of the Dingley act. Back of this is the question to be deter- 





RECIPROCITY WITH GERMANY 395 


mined by the State Department with regard to the future inter- 
pretation of the most-favored-nation clause. The adoption of 
the European interpretation of that clause will bring our com- 
mercial diplomacy into line with that of other nations, and will 
do away with serious danger of friction in the future. Could 
the adoption of the European interpretation of the clause be 
coupled with such a policy of tariff revision as has been sug- 
gested, the commercial difficulties which now threaten, not only 
from the side of Germany, but in other quarters as well, would 
be definitely removed.? 
H. PARKER WILLIS 


? The text of the agreement with Germany is as follows: 

“Project of Commercial Agreement: 

“The President of the United States of America, on the one hand, and 
His Majesty the German Emperor, King of Prussia, in the name of the German 
Empire, on the other, animated by a desire to adjust the commercial relations 
between the two countries until a comprehensive commercial treaty can be agreed 
upon, have decided to conclude a temporary commercial agreement, and have 
appointed as their plenipotentiaries for that purpose, to-wit: 

“The President of the United States of America, the Honorable Elihu Root, 
Secretary of State of the United States; and 

“His Majesty the German Emperor, King of Prussia, Baron Speck von 
Sternberg, his Imperial Majesty’s Ambassador Extraordinary and Plenipotentiary 
at Washington: 

“Who after an exchange of their respective full powers, found to be in 
due and proper form, have agreed upon the following articles: 

“Article 1. In conformity with the authority conferred on the President of 
the United States in Section 3 of the Tariff Act of the United States approved 
July 24, 1897, it is agreed on the part of the United States that the following 
products of the soil and industry of Germany imported into the United States 
shall from and after the date when this agreement shall be put into force, be 
subject to the reduced tariff rates provided by said Section 3, as follows: 

“Argols, or crude tartar, or wine lees, crude, five per centum ad valorem, 

“Brandies, or other spirits manufactured or distilled from grain or 
other materials, $1.75 per proof gallon. 

“Champagne and all other sparkling wines, in bottles containing not more 
than one quart and more than one pint, $6 per dozen, containing not more than 
one pint each and more than one-half pint, $3 per dozen; containing one-half 
pint each or less, $1.50 per dozen; in bottles or other vessels containing more 
than one quart each, in addition to $6 per dozen bottles, on the quantities in 
excess of one quart, at the rate of $1.90 per gallon. 

“Still wines, and vermuth, in casks, 35c per gallon; in bottles or jugs, per 
case of one dozen bottles or jugs, containing each not more than one quart 
and more than one pint, or 24 bottles or jugs containing not more than one 
pint, $1.25 per case, and amy excess beyond these quantities found in such bottles 
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or jugs shall be subject to a duty of 4 cents per pint or fractional part thereof, 
but no separate or additional duty shall be assessed upon the bottles or jugs. 

“Paintings in oil or water colors, pastels, pen and ink drawings and statuary, © 
15 per cent. ad valorem. 

“Article 2. It is further agreed on the part of the United States that the 
modifications of the customs and consular regulations set forth in the annexed 
diplomatic note, and made a part of the consideration of this agreement, shall 
go into effect as soon as possible and not later than from the date when this 
agreement shall be put in force. 

“Article 3. Reciprocally, the imperial German Government concedes to the 
products of the soil and industry of the United States enumerated in the attached 
list upon their importation into Germany the rates of duty indicated therein. 

“Article 4. The provisions of articles 2 and 3 shall apply not only to 
products imported directly from the country of one of the contracting parties into 
that of the other, but also to products which are imported into the respective 
countries through a third country, so long as such products have not been subject 
to any further processes of manufacture in that country. 

“Article 5. The present agreement shall apply also to countries or terri- 
tories which are now, or may in the future, constitute a part of the customs terri- 
tory of either contracting party. 

“Article 6. The present agreement shall be ratified by His Majesty the 
German Emperor, King of Prussia, as soon as possible, and upon official notice 
thereof, the President of the United States shall issue his proclamation giving 
full effect to the respective provisions of this agreement. 

“This agreement shall take effect on July 1, 1907, and remain in force until 
June 30, 1908. In case neither of the contracting parties shall have given 
notice six months before the expiration of the above term of its intention to 
terminate the said agreement, it shall remain in force until six months from the 
date when either of the contracting parties shall notify the other of its intention 
to terminate the same. 

“Done in duplicate in English and German texts. 

“In testimony whereof the plentipotentiaries above mentioned have subscribed 
their names hereto at the places and dates expressed under their several signa- 
tures.” 

The section of the agreement embodying the changes in Treasury regulations 
reads as follows: 

» 1907. 

“Excellency : Referring to the commercial agreement signed this date 
between the Imperial German Government and the Government of the United 
States, I have the honor to inform you that instructions to the customs and 
consular officers of the United States and others concerned, will be issued to 
cover the following points and shall remain in force for the term of the afore- 


said agreement: 
A 


“Market value as defined by Section 19 of the Customs Administrative Act 
shall be construed to mean the export price whenever goods, wares and mer- 
chandise are sold wholly for export, or sold in the home market only in limited 
quantities, by reason of which facts there cannot be established a market value 
based upon the sale of such goods, wares and merchandise in usual wholesale 
quantities, packed ready for shipment to the United States. 
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B 
“Statements provided for in section 8 of the Customs Administrative Act 
are not to be required by consular officers except upon the request of the 
Appraiser of the Port, after entry of the goods. The consular regulations of 
1896, paragraph 674, shall be amended accordingly. 


c 
“In reappraisement cases the hearing shall be open and in the presence of 
the importer or his attorney, unless the Board of Appraisers shall certify to the 
Secretary of the Treasury that the public interests will suffer thereby, but in the 
latter case the importer shall be furnished with a summary of the facts developed 
at the closed hearing upon which the reappraisement is based. 


D 

“The practice in regard to ‘Personal appearance before Consul,’ ‘original 
bills,’ ‘declaration of name of ship,’ shall be made uniform in the sense: 

1. That the personal appearance before the Consular officer shall be demanded 
only in exceptional cases, where special reasons require a personal explanation. 

2. That the original bills are only to be requested in cases where invoices 
presented to the Consular officer for authentication include goods of various 
kinds that have been purchased from different manufacturers at places more or 
less remote from the Consulate, and that these bills shall be returned after 
inspection by the Consular officer. 

3. That the declaration of the name of the ship in the invoice shall be dis- 
pensed with whenever the exporter at the time the invoice is presented for 
authentication is unable to name the ship. Paragraph 678 of such regulations, 
as amended March 1, 1906, shall be further amended by striking out the words: 

“*Whenever the invoice is presented to be consulated in a country other than 
the one from which the merchandise is being directly exported to the United 
States.’ 

“And by inserting after the first sentence the following clause: 

““As place, in which the merchandise was purchased, is to be considered 
the place where the contract was made, whenever this was done at the place 
where the exporter has his office.’ 

“Paragraph 681 of the consular regulations of 1896 relative to ‘swearing to 
the invoice’ shall be revoked. 

E 

“Special agents, confidential agents, and others sent by the Treasury Depart- 
ment to investigate questions bearing upon customs administration shall be 
accredited to the German government through the Department of State at 
Washington and the Foreign Office at Berlin, and such agents shall co-operate 
with the several Chambers of Commerce located in the territory apportioned to 
such agents. It is hereby understood that the general principle as the personae 
gratae shall apply to these officials. 

F 

‘The certificates as to value issued by German Chambers of Commerce shall 
be accepted by appraisers as competent evidence and be considered by them 
in connection with such other evidence as may be adduced. 

“Accept, Excellency, the renewed assurance of my highest consideration. 

“His Excellency, Baron SPECK VON STERNBERG, 
“Imperial German Ambassador.” 








THE STANDARD OF VALUE AND PRICES 


There is no mistaking a general uneasiness concerning the 
alleged financial and commercial insecurity. The wave of appre- 
hension is already sufficiently broad to have brought about an 
agitation for currency reform which promises an early digres- 
sion from the nation’s financial traditions and legislative experi- 
ence. Divers currency schemes are being widely promulgated, 
and there is little doubt that, in the event of the repetition of 
recent extraordinary symptoms of the money market, or the 
realization of a panic pressure in financial and commercial circles 
such as is being so generally prophesied, there will be precipi- 
tated an imperative demand for more or less radical currency 
legislation. 

The experience of the United States with ill-advised cur- 
rency laws has been such as to make salutary a clarifying of 
the public mind upon the action of the price-making forces and 
a more general understanding of the principles underlying 
exchange; especially is this true in view of the present anticipa- 
tion of legislative action upon currency questions. 

Discussion pertinent to prices and financial legislation tends 
to center about the so-called quantitative theory of prices. The 
validity of this theory has for some time been under indictment, 
but the case is not yet rested. The critics of the doctrine have 
based their arguments upon two premises; i. e., that the theory 
fails to take into consideration fundamental factors active in the 
determination of prices, and that the laws deduced therefrom 
fail to explain certain important price phenomena within com- 
mon recollection. 

Although many doctrinaires remain intrenched in the ima- 
gined security of the time-established theory that the quantity of 
the circulating medium is a criterion of prices, there is a very 
general recasting of opinion as to the actualities of the price- 
forming process. Among those who contend for the preserva- 
tion of the outlines of the old doctrine, there are few who have 
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not come to acknowledge forces in the determination of prices 
and price-levels which cannot be identified with the relativity of 
the amount of money in use and the gross of commodities in the 
process of exchange. 

The proposed amendments providing for the introduction 
of new factors into the old formula are in great variety. Some 
wish to multiply the number of money units by an indeterminable 
factor representing the rapidity of circulation, and likewise to 
modify the number of commodities by a function of the number 
of exchanges in passing from extractive producer to consumer. 
While some would consider only money of final redemption, 
others would include treasury and bank notes, others the various 
forms of bank currency, and still others would add to these all 
forms of commercial credits. On the demand side, some would 
measure the money medium against the aggregate of commodi- 
ties produced, others against commodities upon the market, and 
some would consider only goods sold for cash. 

Mr. E. W. Kemmerer ! has developed a formula, which fairly 
illustrates the present intangible contentions of the supporters 
of the quantitative theory: 


M represents total number of money units. 
‘ 


: average rate of circulation of money units. 


total number of commodities for exchange. 
average rate of exchange of commodities. 
average price of all commodities exchanged. 
checks used in exchange. 
average rate of circulation of checks. 
pu MR+CRe 
NE — 

Mr. Maurice L. Muhleman, a confessed supporter of the 
quantitative theory, virtually acknowledges the uselessness of 
the theory, as couched in any formula, by pointing out the neces- 
sarily indeterminable factors which defy solution.2 Not infre- 
quently such thinkers as Henry Farquhar have expressed them- 
selves as admitting a truth in the theory, provided, “other things 
remain equal,” but directly deny that other things do remain 

* Moody’s Magazine, September, 1906. 

? Ibid. 
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equal since, under normal circumstances, “numerous forms of 
barter may interfere and prices are largely psychological.” 

Professor Fisher,* after a broadly qualified support of the 
quantitative theory, concludes that, “in short, prices in gold coun- 
tries depend chiefly on the amount of business and the amount 
of gold.” Now, it is difficult for the legislator and the business 
man to see an identity in the amount of gold and the quantity 
of money, and they justly demand a more tangible reason for the 
indiscriminate use of these terms than has yet been advanced. 

Under the quantitative theory, as formerly promulgated, 
one had the satisfaction of working with a formula which, 
granting its hypothesis, rendered a finite result through the use 
of finite factors. By virtue of the enrichments of the same 
theory, the legislator is now presented with a price equation, 
composed largely of indeterminable quantities, by the solution 
of which he is expected to reach finite conclusions concerning the 
relativity of the currency and commerce, and to embody these 
conclusions in beneficent law. 

On the other hand, the quantitative theory is being attacked 
by those who decline to point out any inherent defect, but base 
their criticism upon its obvious failure to explain price move- 
ments, and who are unable to supplant it by any defensible prin- 
ciple of price relations. In this class we find Mr. Albert S. 
Bolles, who, in the January issue of this Journal, flatly denounces 
the quantitative theory, and goes a step farther than economists 
who have previously attempted to reveal fallacies in the doctrine. 
Mr. Bolles frames his conclusions in the following paragraph: 

Lastly, the increase in the gold supply has no more effect in explaining 
business and rising prices than a thunder shower would have in raising 
the level of the Atlantic. Prices rise ard fall every day, week, and month, 
and yet the volume of the currency, including the supply of gold, is con- 
stantly advancing. The fluctuations vary greatly, but of late years there 
has been a strong general tendency upward; yet sooner or later the unwel- 
come visitation of a business depression will come with a decline in prices, 
just as surely as if not a single dollar had been added to the world’s gold 
supply. 


To this unqualified abrogation of any possible relation between 
the volume of any element of the currency and the average of 


8 Loc. cit. 





THE STANDARD OF VALUE AND PRICES 401 


prevailing prices, Mr. Bolles adds a cursory examination of rela- 
tions of prices, commercial credits, and interest rates, and closes 
his discussion without any hint as to the solution of the query 
which he first raised. 

A conviction that the quantitative theory of prices is fallacious 
forces itself upon one who thoroughly examines the course of 
prices and the characteristics of the currency from the advent of 
the Civil War to the present. The period is first characterized 
by an epoch of wildly fluctuating and uncertain prices, followed, 
after 1872, by a firm decline until 1897, and, thereafter, by a 
rapid rise. Carefully prepared trade and financial statistics are 
available for this period alone of our entire financial history. 
These statistics, the only reliable evidence attainable upon the 
validity of the quantitative theory, fail absolutely to establish 
even an obscure relation between prices and the supply of the 
medium of exchange, or any major element thereof, whereby 
the latter may be said to be a determinant of price-levels. 

On the other hand, a comparative examination of the move- 
ment of price averages and of the visible gold supply and rate 
of production (irrespective of the amount of money in circula- 
tion) at once suggests an intimate relationship. In support of 
this thesis, it is shown by the United States mint reports that 
during the twenty years of falling prices followng 1870, the 
world’s annual output of gold was augmented by only Io per 
cent. Assuming the average annual increase during twenty 
years preceding 1870 to be a normal rate, it appears that this 
rate was thereafter not again attained until 1892, and the deficit 
in the world’s supply caused by the declining rate was not 
made up until 1896 (see diagram). In the meantime the popu- 
lation, industry, and commerce of the civilized world were 
rapidly expanding and necessarily met the decreasing supply of 
new gold with a constantly accelerating demand. The annual 
output of gold in the United States decreased from 50 millions, 
in 1870, to 33 millions, in 1890, and permanently reattained the 
former record in 1896. During this period of twenty-five years 
the average annual production was only 35 millions. Dun’s index 
numbers show an increase in price averages in the United States 





402 JOURNAL OF POLITICAL ECONOMY 


of 28.34 between January 1, 1897, and November 1, 1905, and 
the numbers of the Bureau of Labor show a rise of 25.3 to 
January 1, 1905. During this period the increase in the world’s 
visible supply of gold was 30 per cent. ($1,555,100,000). Since 
January 1, 1905, both the output of gold and the rise of prices 
have been greatly accelerated. In fact, the general rise of price 
levels in Europe and America may be shown to be reasonably 
proportional to the contemporary increase in the output of gold 
from the mines of the Transvaal, Australia, Alaska, California, 
and the Rocky Mountain states, diminished by certain demands 
for extraordinary consumption.* 

The price-making process is itself simple, but it is to be borne 
in mind that the consummation of exchanges and the function 
of the money medium in relation thereto are considerations quite 
apart from price-determination. 


PERCENTAGE RELATION OF ANNUAL INCREASE IN VISIBLE SUPPLY OF GOLD 1870 TO 
1905, TO NORMAL INCREASE, COMPARED WITH CONTEMPORARY PRICE AVERAGE 
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*First year of normal production after 1870. 
tEnd of falling prices and first year following balancing of deficit. 


*Fancis B. Forbes, “The World’s Recent Production of Gold and Its 
Influence upon Commodity Prices,” Quarterly Publication of the American 
Statistical Association, June, 1906. 
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The accompanying diagram and table are subject to the usual inaccuracies of 
price and production statistics. They have, however, suggestive merit and reveal 
a noteworthy relation between accessible measures of price-changes and gold 
production and supply. 

The diagram covers the period 1870 to 1907, the curves being broken at 
1890. A general correspondence of the price curve with the gold lines is appar- 
ent, especially with the accumulative curve representing the variation of the 
actual annual increment of the world’s visible supply from the normal incre- 
ment, the latter being based upon the increase for twenty years prior to 1870. 
When the curves are smoothed or five-year averages are taken instead of 
annual averages, the correspondence is much more marked. 


90 ’or ’o2 '93 ’04 ‘95 "96 '97 '98 ’99 oo 'or ’o2 ’03 'og 'os ’06 

Several periods of short duration show the curves following independent 
courses. These periods, however, were subject to certain extraordinary influences 
upon both commerce and industry, and consequently upon commodity prices and 
gold production. A period of uncertain currency policy and industrial confusion 
sent food prices skyward in 1870, and, at the same time, suddenly discouraged 
the production of the precious metals. By 1875 the gold and silver industries, 
previously amalgamated, were somewhat segregated, and the epoch of resumption 
stimulated the production of gold by an abnormal demand and simultaneously 
forced the speculative increment out of greenback prices. The exceptional 
decline of prices incident to the panic of 1893 requires no explanation. 

Statistics of gold production were taken from the U. S. mint reports, and 
the annual increments in the world’s visible supply were derived from the 
estimates of Moody’s Magazine, Vol. I, p. 17. The Aldrich index numbers were 
used for the period 1870 to 1890, and the retail numbers of the Labor Bureau 
were used for the remaining period. In the table, Dun’s numbers are used for the 
latter period because of their ready articulation with the Aldrich numbers. 
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A unit of any commodity on the market has a value in 
exchange—the ratio of its unit marginal utility to like utilities 
of other commodities.> This value, of course, may be expressed 
in as many different ratios as there are commodities available 
for exchange. For example, the value of a measure of hay 
expressed in its market relation to respective measures of pota- 
toes, gloves, or gold appears as 1 :0.1, 8:1.6, or 8:1; that is to say, 
it exchanges for ten units of potatoes, five units of gloves, or 
eight units of gold. This process, likewise, gives us the ratio- 
measures of the respective values of all other commodities in 
terms of the one (hay), and these may be called their rates of 
exchange. 

The selection of a single commodity in order to standardize 
the value-ratios or rates of exchange of all commodities consti- 
tutes the naming of a standard of value. All exchange rates 
being thereafter expressed in terms of the standard commodity, 
values become comparable, and positively defined prices emerge. 

The process above described is precisely what has taken place 
before a single transaction is executed on any market. A stand- 
ard commodity has in each instance been selected with regard to 
its characteristic desirability, durability, and high and _ stable 
marginal utility. In colonial Virginia this standard was tobacco, 
in the Hudson Bay country it was beaver pelts, in Spanish 
America it was silver, and in commercial countries of the present 
it is gold. In the United States an arbitrary weight of gold has 
been designated, and for traditional reasons called a dollar. 
This weight of gold thus becomes a measure of value. Its 
power in exchange is not constant, but, as does that of any 
other commodity, fluctuates directiy as its ability to satisfy 
effective demands for mechanical purposes, for ornamental uses, 
and for absorbing and storing value. The only factors of the 


* Marginal utility is here used as the fundamental concept of value. There 
is, however, no objection to the use of the normal cost of production as a measure 
of value in this discussion. Cost of production does not fix values, but itself 
is determined by values as* established by marginal utilities. Marginal utility, 
value, and cost of production, therefore, being successively related as cause 
and effect are directly proportional or are of equivalent degree. Normal cost 
of production is comparatively easily measured and becomes a _ convenient 
criterion of marginal utility and value. 
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standard’s power in exchange, therefore, are the available supply 
of the metal and the gross magnitude of the effective wants for 
its services. These wants make themselves felt by the proffer of 
goods in exchange for gold or its representatives, and the ratios 
of the property units actually thus exchanged establish price 
numbers in terms of dollars and cents. 

Prices, in all of their essential features, depend upon the 
ratios of the value of gold to the value of each other commodity 
on the market, and the value of any commodity is the resultant 
of its available supply measured against the effective demand for 
its services. This proposition involves no consideration of the 
special service of the standard commodity as a medium of 
exchange; prices being determined, the exchange of commodities 
will readily proceed without any considerable participation of the 
standard in the process. Values will always rest upon a basis 
of comparative utilities, and exchange will proceed with values 
and prices unaffected by transformed methods of barter, chang- 
ing elements and volume of the medium of exchange, or the 
manner and degree of the development of the credit system. 
In these price relations we recognize the function of a standard 
of value, and, as a result of the value-measuring process, a scale 
of prices based upon comparative utilities and expressed in 
terms of the standard of value will emerge. This process is 
in itself complete, and through it actual price-levels are realized 
and maintained quite independently of any instrumentality or 
mechanism of exchange. 

A second monetary function, that which has monopolized 
the attention of most thinkers upon currency questions, is the 
medium of exchange. Exchange values being established, an 
accurate, safe, and convenient instrumentality becomes neces- 
sary by means of which exchange of unequal values, transac- 
tions, involving considerable time, borrowing, lending, and hoard- 
ing of value may be facilitated. However, the fact has been very 
generally overlooked that the organism known as money was 
called into being and is maintained for the purpose of two distinct 
functions and itself consists of two distinct factors. These two 
factors or elements of the monetary organism have been con- 
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fused as to characteristics, and their respective functions of fix- 
ing prices and facilitating exchanges have not been properly 
differentiated. 

It is here that Professor Joseph French Johnson has erred 
in his recent book. Money is defined as consisting exclusively 
of gold,® but is frequently treated as inclusive of all coins and 
redeemable and fiat paper money as well. In his second chapter, 
Professor Johnson repeatedly states that “money’s one function is 
to serve as a medium of exchange ;” however, this function appears 
so variable in its nature as to receive treatment under the 
separate headings “A Standard of Prices” and “A Store of 
Value.” Credit is not included in the medium of exchange, 
but is deemed to have a direct influence upon price in proportion 
to its volume. Nominally, contending for a quantitative theory 
of prices which would make prices fluctuate in direct proportion 
to the aggregate volume of currency and credit,’ Professor 
Johnson’s arguments and illustrations, with few exceptions, lend 
themselves to the support of the relative utility principle instead.® 
His illustrations have, in each case, assumed an increase in the 

* Johnson, Money and Credit, pp. 6, 350. 

TIbid., pp. 57, 58. 

*“If, for instance, the money of a country were increased 50 per cent. 
during a period of five years and no changes were made in the supply for another 
five years the price-level at the end of the ten years assuming that the readjust- 
ment of prices was then complete, would be 50 per cent. higher than it would 
have been if the supply of money had not been increased.” (Jbid., p. 129.) 

Professor Johnson bases his arguments in support of the quantitative 
theory upon suppositions of which the following are typical: “Let us suppose 
that the supply of money in the United States has been greatly increased during 
a certain month by an influx of new gold from the mines of Alaska, California, 
and Colorado.” (Jbid. p. 113.) “Let us suppose that a Connecticut farmer dis- 
covers in a cave on his farm the storied treasure of Captain Kidd in the shape 
of 5,000,000 ounces of gold (enough to coin $100,000,000).” (Jbid., p. 124.) 

On p. 125 an idea is developed portraying the expansion of bank credit, as 
based upon the discovered treasure of Captain Kidd, and to this credit is attributed 
an influence in raising prices. The author seems not to comprehend the fact 
that the discovery of an equivalent value of diamonds or of baled cotton might 
reasonably have furnished the basis for an equal expansion of credit, and his 
argument would not assign to these credit instruments, although they would be 
identical in form and use with the first, any influence in raising prices. In fact, 
he cannot well deny that in the latter incident there would appear a cause of fall- 
ing prices. 
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supply of gold, and he has reasoned therefrom to a conclusion 
of increased prices. This course of reasoning is perfectly logical ; 
but an increase in the supply of gold may be something quite 
apart from an increase in the volume of the currency, and an 
expanded currency does not necessarily involve an increased 
supply of gold. 

It is the confusion of the respective functions of a standard 
of value and a medium of exchange that gives rise to the chief 
errors of the quantity theorists, and likewise leads to the inde- 
fensible, though opposing, declaration of Mr. Bolles. 

Admitting that the psychological factors of bargaining and 
custom may carry market prices slightly above or below normal 
prices, the fundamental principle of price-determination is simple 
and positive. The magnitudes of prices in terms of dollars, 
and of price-levels in terms of index numbers, vary directly with 
the ratio of the total supply of the standard metal to the total 
supply of other economic goods, each member being modified by 
the actual consumption or service needs of the community; and 
for this reason, the partial or supplementary element, known as 
the medium of exchange, does not command independent con- 
sideration and does not establish or control prices. The 
utilities of the medium of exchange are entirely different 
in kind from those of a standard of value, and likewise their 
economic relations are entirely distinct. The medium of 
exchange, in the gross, comprehends not only the entire money 
medium, but all forms of credit currency as well. It expands and 
contracts automatically, within wide but certain limits, in accord- 
ance with the needs of trade. 

It is argued that the chief utility of the standard metal arises 
out of its function as a medium of exchange, since it happens to 
compose one of the several elements of the currency. While 
this point, if established, would not invalidate the above reason- 
ing as to the actualities of price-determination, the basis of the 
contention may well be questioned.® 


* Mulhall, in the Dictionary of Statistics, estimated the visible supply of 
gold in 1896 to be about 6% billions of dollars, three-fifths of which he esti- 
mated to have been coined. Since that time the visible supply has probably 
increased to near 8 billions. The conclusion that, three-fifths of the gold having 
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Only a doubtful proportion of the total gold product finds 
place in the currency medium and the remaining volume takes its 
way through the marts of trade and into the hands of consumers 
as an unostentatious commodity free from any specific attribute as 
an instrumentality of exchange. Much of the gold involved in 
international trade is entitled to no attribute in exchange dis- 
tinguishable from contemporary shipments of cotton and farm 
machinery—each contributes a like entry upon the balance-sheet 
of commerce. The millions of gold reported to have recently 
found place in the war-chests of Europe are stored as value for 
future services as truly as is the wheat in the elevators of the 
Northwest and the cotton goods in the warehouses of New 
England. There are those who persist in calling such gold 
“money,” and who assign to it a specific and dominant utility as 
a medium of exchange, while in their reasoning the wheat and 
the cotton remain merely economic goods. 

It may not be denied that the standard commodity acquires 
an increment of utility because of its secondary function as a 


been coined, that proportion of the total supply is used as a medium of exchange 
is erroneous. The mints offer the most accessible avenue for the distribution of 
new gold, and usually refine and coin it at a nominal charge. For this reason 
they gather, refine, and coin much gold which never realizes the utility of a 
medium of exchange, but is quickly acquired by the goldsmith, the exporter, 
or the reserve agent. This metal is entered upon the statistics of the mint as 
coin, but neither performs the functions of a medium of exchange nor for long 
retains the form of coin. Notwithstanding the fact that the United States mint 
reports show a total gold coinage since 1872 of nearly 2 billions of dollars, the 
latest report of the controller of the currency makes evident the fact that: not 
more than 20 per cent. of this amount of gold coin is now available, and it is 
asserted upon authority that not more than 2 per cent. of the amount is in 
actual circulation in this country. 

Although the United States is the world’s greatest gold-producer ($100,- 
000,000 in 1906), the gold held by the Treasury as a basis of the national cur- 
rency does not exceed $800,000,000, and estimates of coin in the hands of the 
people which may rightly be said to perform the functions of a medium of 
exchange vary from $3,000,000 to $400,000,000, with the evidence favoring the 
former as approaching more nearly the truth. (Report of the controller of the 
currency, December, 1906; W. H. Allen, Moody's Magazine, April, 1907.) It is 
to be remembered in this connection that the total supply of money in the 
United States is reported to be over 3% billions of dollars, over three-quarters 
of which is in actual circulation, and also that the volume of the credit medium 
in constant use is several times greater. 
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medium of exchange; but the fluctuations in the value or final 
utility of the metal are not to be traced to this limited and 
stable increment, but rather to its primary utility as determined 
by its supply and demand as a mineral commodity and not as a 
money element. To these fluctuations alone may be traced the 
ebb and flow of price-levels. 

The query arises: If the quantitative theory is fallacious, 
what, then, is the relation between the volume of the medium 
of exchange and other market factors? The reply is that market 
activities are reflected in the volume of the currency, which is 
automatically regulated by commercial forces to correspond with 
the needs of the market. Fluctuations in the aggregate of the 
means of exchange are directly proportional to changes in the 
total of commodity units in the process of exchange times their 
average price—prices being previously determined as explained 
above. 

Again it is asked: How is the volume of money so readily 
adjusted to the needs of trade? In this connection it is to be 
remembered that money, as generally defined, comprises a very 
small proportion of the actual means of exchange in use at any 
time. Coins and authorized paper currency fall far below the 
minimum volume necessary for the consummation of trade under 
most stagnant market conditions. The so-called money medium is 
supplemented by several times its volume of credit instrumen- 
talities. These credits take the form of book accounts, checks, 
drafts, bills of exchange, certificates of deposit, warehouse 
receipts, bonds, promissory notes, and even oral and implied obli- 
gations. Each acquires power in exchange because of the prob- 
ability of its ultimate redemption in a measure of economic goods 
—either the standard commodity or other goods of equally posi- 
tive worth. Each of the host of credit instrumentalities is called 
into being for the specific purpose of facilitating commercial 
transactions, and thus becomes a functionary of exchange and a 
part of the currency medium. The total volume of book credits, 
bank paper, personal obligations, etc., depends upon the aggre- 
gate of commodities in the process of exchange and the prices of 
these commodities, and, independently of cash considerations, 
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facilitates the exchange of goods. For this reason, what we 
call the credit medium at all times supplements the volume of the 
money medium in use, and their combined magnitudes are at all 
times equivalent to the needs of trade. 

A manufacturer, finding himself without cash to liquidate 
his weekly pay-roll, places his personal note with collateral in 
the hands of his bank, and his account receives a deposit credit 
entry upon the books of the bank of $1,000. The claims of his 
workmen are satisfied with checks drawn upon this account, and 
in turn the demands of the butcher and the grocer upon the work- 
men are as readily satisfied by the negotiation of these checks or 
the drawing of other checks against bank deposits created by the 
negotiation of the original checks. A second negotiation of 
checks and their distribution by the clearing-house transfers the 
original credit of the manufacturer to the bank accounts of the 
tradesmen, who, upon the purchase of a part of the week’s output 
of the manufacturer and the remittance of checks against their 
respective accounts, place in his hands the means with which to 
redeem his note and, at the same time, reduces the accounts of the 
tradesmen to their original value. By this process, means of pro- 
duction are purchased, the product is passed from the producer, 
through the hands of the merchant, to the consumer, and the 
entire series of transactions is accomplished without the use of a 
cent of the authorized money medium. Obviously, $1,000 cash 
could have been utilized to accomplish the same purpose, and 
doubtless would have been so used had it been convenient to the 
hand of the manufacturer. But its lack formed no obstacle to 
trade, and the credit medium at once expanded to meet the need 
and as readily contracted when the threefold transaction was 
accomplished. The credit medium automatically expands and 
contracts to meet the needs of legitimate commerce, supplements 
perfectly any arbitrary volume of authorized currency, and forms 
a thoroughly elastic element of the medium of exchange. 

In conclusion, it is maintained that prices are expressed rela- 
tions between values of respective units of market commodities 
and of the standard commodity, the relation being expressed in 
terms of the latter. Price-levels are affected only by shifting 
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relations among the four factors—demand and supply of the 
standard metal, and demand and supply of the aggregate of other 
goods. Gold is at the same time the standard of value and a 
determinant of prices. The medium of exchange is thoroughly 
elastic, and consists of a more or less flexible element known as 
money, and a highly flexible element comprehending all forms 
of commercial credits. 


Ratpu H. Hess 
UNIVERSITY OF WISCONSIN 








THE MUNICIPAL BRIDGE AND TERMINALS COMMIS- 
SION OF ST. LOUIS 


The Mississippi River, marking the Missouri-Illinois state line, 
makes a striking physical and governmental division between St. 
Louis, Missouri, and East St. Louis, Illinois; but otherwise these 
two municipalities (together with the immediately adjacent Illinois 
manufacturing towns—Madison, Venice, Granite City—which are 
naturally a part of East St. Louis) form a single commercial and 
manufacturing district. 

In the railroad development of this district those lines entering 
from east of the river stopped at the east bank and built their 
terminals entirely on the Illinois side; while all lines entering from 
territory west naturally provided terminals entirely on the Missouri 
side where the main business development had taken place. 

In recent years some three or four lines have acquired terminal 
property on both sides of the river; but no one road owns or 
operates an independent means of crossing the Mississippi River 
throughout the nineteen miles of St. Louis river front.’ 

Several companies were organized from time to time to pro- 
vide means of crossing the river, and to provide railroad terminals in 
St. Louis and East St. Louis: the Wiggins Ferry Company (operat- 
ing ferries for cars, vehicles, and passenger traffic, and belt lines 
and team-tracks on both sides of the river) ; the Terminal Railroad 
Association (operating the Eads Bridge for wagon, pedestrian, 
street-car and railroad traffic and providing belt lines, team-tracks, 
freight-houses, and the St. Louis Union Passenger Station) ; the 
Merchants Bridge Terminal Company (operating the Merchants 
Bridge and some belt and terminal properties on both sides) ; the 
Interstate Car Transfer Company (operating car-ferries, and a 
belt line in East St. Louis). 

These all supplied facilities for parts of the business, and, 
some limited competition; but the general result of their operation, 
independently of each other and independently of the railroads, was 
much friction, duplication of service, and cumulated terminal 
charges. 


*? The Missouri Pacific Railway Company operates a car-ferry between Ivory, 
Mo., and Bixby, IIl., just south of the St. Louis city limit. 
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All these properties, however, were gradually brought into 
closer operating and traffic relations under ownership or control 
by the Terminal Railroad Association of St. Louis, composed of 
the fourteen largest St. Louis railroads (the proprietary lines of 
the association having been increased from six in 1889 to fourteen 
in 1902). All other railroads were given the use of the Terminal 
Association properties on equal terms with the proprietary lines. 

In the adjustment of freight-rates to and from the St. Louis 
district, western and southern lines applied the same basis to St. 
Louis and East St. Louis (except for business within a radius of 
about one hundred miles). That is, they absorbed the bridge or 
ferry charges in their rates. This was brought about by conditions 
of competition. The Chicago & Alton Railroad, while in western 
business, had its terminals at East St. Louis and crossed its western 
freight nearly a hundred miles up the river. That road, making 
the same rates between St. Louis and the West as those lines run- 
ning directly west from St. Louis, forced the St. Louis rates to 
East St. Louis. Further, the St. Louis, Iron Mountain & Southern 
Railway (Missouri Pacific System) on the west side, and the IIli- 
nois Central, Mobile & Ohio, Louisville & Nashville, and other 
roads on the east side, were all in business from both St. Louis and 
East St. Louis to the Southwest, South, and Southeast, and in com- 
petition necessarily made the same rates from both sides of the 
river. 

With eastern lines, however, the situation was entirely different. 
They published no rates to and from St. Louis; but issued their 
bills of lading and freight bills on an East St. Louis basis, and 
declined all responsibility for traffic between St. Louis and their 
terminals at East St. Louis. Separate bridge or ferry tolls were 
made on all eastern freight (and also on eastern passengers) for 
that part of the service. 

The St. Louis merchant not only had these separate arbitrary 
charges to pay for the transfer to which extent he was at a disad- 
vantage with the East St. Louis merchant, but he had the annoy- 
ance and intolerable delays of dealing with two and often three sets 
of officers of different transportation companies in the handling of 
one shipment. He had to accept and deliver his eastern freight at 
East St. Louis, where it was outside of the St. Louis police and fire- 
department protection, and at times subject to damage and great 
delay from flood waters. 
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An almost continual agitation for the removal of these burdens 
was kept up by the press, by various business organizations and 
traffic bureaus but without substantial results. 

Further, while great extensions and improvements were made to 
the plants of the Terminal Railroad Association and of the indi- 
vidual railroads during the World’s Fair period of 1903-4, these 
for freight traffic, were entirely inadequate to the marvelous busi- 
ness growth of the past few years, and a satisfactory development 
of terminal facilities was wanting both on account of public oppo- 
sition to certain lines of development which were perhaps not fully 
understood, and on account of disagreements among the different 
railroads as to the proper policy to pursue in extending terminals. 

In 1905 these conditions resulted in the passage of an ordinance 
by the Municipal Assembly of St. Louis providing for a Municipal 
Bridge and Terminals Commission to investigate the nature of the 
hindrances to the commerce of St. Louis, to determine the measures 
necessary to remove those hindrances, and to recommend what 
action the city should take in connection therewith.? 

The ordinance provided that the commission should consist of 
the mayor as chairman, the president of the Board of Public Im- 
provements, and seven citizens* to be appointed by the mayor to 


represent the different business interests of the city. The ordi- 


* Section 2 of the ordinance gives its duties in detail as follows: 

“(1) To investigate and determine the nature and extent of the hindrances to 
the commerce of St. Louis, whether as regards delay or inconvenience in the 
handling of freight, or disadvantageous charges or methods of shipping or billing 
of freight, or in any other regard. (2) After the commission shall have deter- 
mined what hindrances and disadvantages to St. Louis commerce do in fact 
exist, then the commission shall further determine what must be done to correct 
said existing hindrances to the commerce of St. Lonis. The commission shall 
determine and announce what portion of the necessary remedial action shall be 
undertaken by the city of St. Louis as a municipality, and what portion by the citi- 
zens thereof or by associations of citizens, to the end that all the people of St. 
Louis may know the facts as they exist, and, being convinced as to the best way 
to remedy the situation, may all unite their efforts to accomplish practical 
relief. (3) The commission shall further prepare and cause to be introduced 
into the Municipal Assembly such ordinances as may be necessary to enable the 
city of St. Louis to do its part toward the correction of existing hindrances to the 
commerce of the city, as far as may seem to the commission to be right and 
proper for the municipality to undertake, such as constructing, acquiring, operat- 
ing, or controlling bridges, trackage, transfer boats, or other transportation 
facilities.” 

* These gentlemen, who serve the city without any compensation, are: Robert 
H. Whitelaw (vice-chairman), Whitelaw Bros.; Joseph D. Bascom, secretary 
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nance also covered the appropriation of a liberal amount for 
expenses of the commission. 

Later the commission employed Messrs. Robert Moore and 
Albert T. Perkins to act as advisers to the commission in railroad 
traffic, operating, and engineering matters. Mr. Perkins gives 
practically his entire time to the work of the commission; Mr. 
Moore (an eminent bridge engineer) acts in a consulting capacity 
from time to time. 

This commission, while having no coercive powers and desiring 
none, has, during the two years since its organization, been remark- 
ably successful in bringing about desired results, toward which 
the various commercial bodies and the press had for years tried in 
vain to make progress. The causes of its influence and success are 
therefore worth considering. 

In the first place, the commission represents the municipality 
as a whole, and, being the creature of the Municipal Assembly, 
ostensibly has back of it the legislative and franchise-giving or 
refusing power. 

Secondly, the mayor acts as chairman, and all meetings, hear- 
ings, and formal negotiations are held in the mayor’s office. This 
heightens the impression of backing by the municipal government 
and the city as a whole. The effectiveness of this chairmanship, 
however, has been mainly due to the unusual character and person- 
ality of the mayor, Hon. Rolla Wells—a man of broad culture as 
well as of affairs. He, by a combination of the best elements in 
both political parties, was elected mayor as the right man to con- 
duct the business of the city and to represent the municipality with 
credit during the World’s Fair period. On account of his striking 
work in putting the executive branch of the city government on 
an economical, efficient, and honest business basis, he had, at the 
time the commission was organized, just been elected by a largely 
nonpartisan vote, for a second term of four years. 

Thirdly, the mayor succeeded in inducing business men of 
unusual fitness, and in sympathy with his sound business methods, 
to serve on the commission—men who have given much time and 
conscientious effort to this service and who have worked closely 
together. They elected as their vice-chairman Mr. Robert H. 
Broderick & Bascom Rope Co.; C. W. S. Cobb, president Glencoe Lime and 
Cement Co.; R. S. Colnon, Fruin & Colnon, contractors; Homer P. Knapp, vice- 
president Butler Bros.; Hugh McKittrick, vice-president Hargadine-McKittrick 


Dry Goods Co.; R. W. Shapleigh, vice-president Norvell-Shapleigh Hardware 
Co. 
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Whitelaw, a St. Louis merchant of many years’ experience, who 
has taken unremitting interest in the large share of work in con- 
ducting the commission’s negotiations, which has necessarily fallen 
to him. 

Finally, all business of the commission has been conducted in a 
quiet, reasonable way. The executive officers of the railroads soon 
found that the conferences with the commission were entirely con- 
fidential, and thus felt able to discuss measures and means for 
improvements with entire frankness. 

The first results obtained by the commission, after some confer- 
ences with the higher officers of the eastern railroads, were the St. 
Louis bill of lading and freight bill and the publication of through 
rates between St. Louis proper and the East. This, to use the 
current phrase, “put St. Louis on the railroad map.” It extended 
the full responsibility of eastern railroads for the safe carriage of 
St. Louis goods into St. Louis. 

Then the question of arbitrary bridge differentials in eastern 
rates was taken up. When the commission began its work, these 
differentials amounted to from 2 to 10 cents per 100 pounds on 
less than carload freight, and to from 1% to 2 cents on carload 
freight. To this extent the merchant doing business in St. Louis 
was handicapped as compared with the merchant doing business 
in East St. Louis, and as compared with other points where rates 
were based on East St. Louis. It was a situation of an entirely 
unsatisfactory comparative adjustment. While the commission found 
that terminal charges in general in St. Louis were reasonable as 
compared with those in other cities, it felt that no sound reason 
existed for the differentials between St. Louis and East St. Louis, 
and that one basis of rates must apply to the whole St. Louis busi- 
ness district. 

Investigation developed some sound reasons why these differ- 
entials should not be wiped out all at once; but in November, 1905, 
an agreement was reached, reducing the differentials on freight 
between St. Louis and points west of a 100 mile limit, as follows: 

In addition, the bridge toll on soft coal, which comes mostly 
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from within the 100-mile limit, was reduced from 30 cents to 20 
cents per ton. 

On the volume of business then handled these reductions 
amounted to a saving of nearly $1,000,000 per year to the people of 
St. Louis. 

Negotiations continued, and in June, 1906, a further agreement 
was obtained, reducing the differentials on the two highest classes 
to I cent; and in the case of soft coal from Illinois mines the roads 
agreed io deliver on through St. Louis rates, free of all switching 
charges, io tracks connected with all the railroads in St. Louis (i.e., 
the eastern roads absorbed the switching charges to industries, etc., 
on the tracks of western roads in Si. Louis). This was equivalent, 
on a large proportion of the coal business, to a further cutting-in- 
two of the differential. These reductions amounted to nearly 
$300,000 more. 

This left the differentials as follows: 
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There they remained until early in 1907, when the commission 
decided that conditions had changed sufficiently to warrant the 
abolition of the remaining differentials on business to and from all 
points beyond the 100-mile limit, and the placing of both sides of 
the river on the same rate basis. 

Negotiations were therefore pushed, which resulted, at a meet- 
ing on April 19, 1907, between the executive traffic officers of the 
eastern railroads and the Municipal Commission, in arrangements 
to do away entirely with the remaining differentials on business 
beyond 100 miles, and to publish one set of rates between the St. 
Louis district (including St. Louis, East St. Louis, Madison, 
Venice, Granite City, etc.) and eastern points. This means that, as 
far as freight traffic is concerned, East St. Louis will be simply one 
division of St. Louis, just as North St. Louis, South St. Louis, and 
Carondelet are divisions of St. Louis. It means that St. Louis will 
be the freighi-rate basing-point, not only for business between the 
St. Louis district and the East, but between the East and most of 
the vast territory west of the Mississippi River. This rate-basing 
adjustment is no less important than the fact that the cutting-out 
of the differentials as they existed in 1905 means a saving to St. 
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Louis people, on the present volume of business, of nearly $2,000,- 
Ooo per year. 

Inside the limit of 100 miles it seemed that the previous adjust- 
ment was for the present entirely fair. 

3efore leaving this matter of rate differentials, it should be 
understood that the commission does not in any way concern itself 
with railroad rates as such. It has simply taken cognizance of 
relative rate adjustments which affect terminal conditions in the 
St. Louis business district. 

Meantime the commission has dealt with various complicated 
problems in connection with drayage allowances for crossing the 
river, with a view to preventing discrimination as between different 
classes of business and between the different railroads; and it has 
taken up operating problems, for example, in connection with the 
receiving and rapid handling of less than carload freight such as a 
“4 o'clock house pull” from the Terminal Railroad Association 
stations whereby merchandise for eastern lines is received for the 
same day’s movement up to 3:55 P. M., instead of only until 11:30 
A. M., as formerly. 

It has in all cases insisted in its agreements on the protection of 
the smallest shipper as well as the largest shipper. 

But perhaps the most elaborate work of the commission came 
with the physical problem of working out a comprehensive scheme 
of freight-terminal development, in connection with which its duty 
is to recommend to the Municipal Assembly policies in the granting 
of franchises which should result in adequate facilities for ship- 
ping and receiving freight in all important business centers of St. 
Louis and which should enable all the St. Louis railroads to com- 
pete on reasonably even terms in all those centers. 

This involved plans not only adequate for the present traffic 
but elastic enough for a development keeping pace with a rapidly 
growing traffic for many years. Plans for freight terminals had 
to be worked out in harmony with modern manufacturing and 
commercial tendencies, while at the same time allowing full pro- 
vision for great growth of passenger transportation. And, 
further, due regard has been given to what might be desired in the 
way of future development of property for public-park and other 
civic purposes—something too often neglected in railroad terminal 
location and construction. 

Accordingly, thorough investigations were made of the present 
railroad terminals, bridges, ferries, etc., in the St. Louis district, of 
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methods of operation, of the past and probable future character 
and volume of traffic, of the probable desirable uses of land for 
public purposes of all kinds, of the street-railway conditions, etc. 
Careful examinations were also made, by the advisers to the com- 
mission, of railroad terminals in other large cities with a view to 
applying to St. Louis whatever might seem to fit its conditions. 

Plans for terminal improvements were prepared even to the 
extent of drawings and estimates in some detail for a new railroad 
bridge across the Mississippi River. 

On January 8, 1907, a large number of presidents and vice- 
presidents of the St. Louis lines came together in St. Louis at the 
invitation of the commission ; and the commission’s suggestions for 
physical improvements were presented to them in detail under the 
following four divisions: 

1. The better connecting-up of the terminal units inside the dis- 
trict, to permit free and rapid movement of cars between the differ- 
ent parts of St. Louis and East St. Louis. 

2. Trans-Mississippi River bridge and ferry connections. 

3. Team-tracks. 

4. Freight-houses and the handling of less than carload traffic. 

In the way of general policy the first step in planning a terminal 
scheme involved the discussion of union vs. individual terminals. 
It was apparent that any individual railroad getting the pick of 
locations in different parts of the city, and acquiring its property 
without forcing prices, might do its own team-track and freight- 
house business to best advantage; but with a large number of rail- 
roads, and with the best room limited, that seemed possible but for 
a part of the railroads, and for those only in a limited way. 

After the establishment of the definite St. Louis basis of rates 
by all lines, and the settlement of the St. Louis bill of lading and 
the arbitrary differential questions, the remaining fundamental 
cause of antagonism to union terminals as represented by the Ter- 
minal Railroad Association was that, so far as the public is con- 
cerned, and so far as the local officers of the railroads are con- 
cerned, the Terminal Railroad Association had been handled as an 
institution practically independent of the railroads. The public is 
jealous of any appearance of monopoly; and the operation of the 
various properties of the Terminal Railroad Association as an organ- 
ization apparently distinct from the railroads had naturally created 
that prejudice. 

The public wants to deal directly with the agents of railroads 
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over which it is shipping and receiving freight; but there can be no 
valid objection to those agents being joint agents. To give on joint 
terminals service which is really satisfactory to the public, and 
which is, on the other hand, economical to the railroad companies, 
the agents of each railroad must clearly understand that the joint 
terminals are a part of that railroad, and that each railroad com- 
pany is directly responsible to the public for the proper handling of 
its business on such joint terminals. 

As the development of joint freight terminals seemed to the 
commission the right basis to work on, it was suggested that the 
agents of the Terminal Railroad Association be made joint agents 
of the railroad companies, and that, except for local transfer and 
switching business, all business wiih the public be transacted in 
the names of the individual railroad companies. 

The plans submitted by the commission were in their general 
scope accepted by the railroad executive officers, and it was agreed 
they should be worked out as fast as financial and other conditions 
would permit. Work in line with recommendations of the com- 
missio», end involvirg the expendi:uire of some millions of dollars, 
is now under way. 

Outside of its general recommendaticns for development of 
union freight terminals on a large scale, the commission has 
taken an active interest in the development of the terminals of the 
individual roads; and its gieatest service in that connection should 
continue to be to see that such development is along lines not in 
conflict with general plans for the benefit of all the railroads. 

It seems, therefore, that the work of adding to the natural 
advanta;,es cf St. Louis, transportation conditions—physical, oper- 
ating, and traffic—most advantageous to its business, is well 
advanced. 

No formal investigation of the street-railway and rapid-transit 
necessities has yet been undertaken; but data presented to the 
commissicn by its iwo advisers led to preliminary action whereby 
enabling acts were introduced and passed in the last session of the 
state legislature under which, in case further investigation should 
show that desirable, and on a two-thirds vote of the people, St. 
Louis may issue bonds for and construct subways and other neces- 
sary facilities, in ways similar to those pursued in the subway con- 
structions in Boston and New York. It is probable that detailed 
investigations in this line will be undcr’aken at ro disiant daie. 


St. Louts ALBERT T. PERKINS 





NOTES 


PROFESSOR FETTER ON CAPITAL AND INCOME 


In the March number of this Journal appears an article by 
Professor Fetter commenting, favorably in the main, unfavorably 
in parts, upon my book, The Nature of Capital and Income. I 
agree with Professor Fetter that the value of discussion consists 
chiefly in adverse, rather than favorable, criticism. Therefore, 
while I much appreciate Professor Fetter’s words of praise and 
fully recognize that we are for the most part in accord, I shall 
direct chief attention to the few issues remaining between us. 

Professor Fetter is quite correct in his observation that my 
own views have developed considerably since 1896, when my first 
article on capital was written. It would not be worth the reader’s 
while for me to trace the steps in this development. Should I 
attempt to do so, the present article would become too purely a 
matter of personal history. Professor Fetter, however, devotes 
much space to reconstructing, after the methods of the compara- 
tive anatomist, the elements of what he believes to be my doctrinal 
evolution. He has exhumed the dry bones of my early writings 
and put them together—ingeniously but wrongly. One important 
bone he overlooked entirely. 

At the time of my first article,! income, so far as it then 
seemed to me a useful concept at all, was conceived as a flow of 
wealth of any kind. In the third article, a year later,? I expressly 
relinquished this view and wrote: 


I retract, however, my criticism of Mr. Cannan’s use of the word “income,” 
to which he replied in the June number of this Journal (pp. 283, 284). In the 
present article I have employed the term in his sense, and restricted myself 
to “flow” as the more general correlate of capital. 


This change of view was also scrupulously recorded in my 


*“What Is Capital?” Economic Journal, December, 1896. 
*“The Réle of Capital in Economic Thecry,” Economic Journal, December, 
1897. 
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book. Referring to Kleinwachter’s skepticism as ‘to the possibility 
of any working theory of income, I said: 

The present writer at one time expressed these doubts By aid of 
the criticisms of Cannan and Edgeworth, the conclusions here stated were 
reached. These were first outlined in “Senses of Capital” (Economic 
Journal, June, 1897) and in “The Role of Capital in Economic Theory” 
(Economic Journal, December, 1897). 

Having evidently overlooked these two expressions, Professor 
Fetter writes :° 

Here [i.e., in The Nature of Capital and Income, pp. 52, etc.] without 
comment or footnote, is introduced into the definitions of capital and income 
which he had presented ten years before a radically new element, and one 
denoting the abandonment of the former thought. 

Again: 

In the book one may search in vain for the idea that wealth and income 
consist of goods of the same kind. It has been without comment 
abandoned.* 

From this passage it is clear that Professor Fetter has con- 
tinued until recently to ascribe to me a concept of income repudi- 
ated ten years ago. The same error pervades an article of his in 
“Recent Discussion of the Capital Concept,” Quarterly Journal 
of Economics, 1900, and seemed then to be due to his having 
failed to read with sufficient care my two later articles above 
mentioned ; for, while some slight reference is made to them, the 
point in question evidently escaped his notice. 

The date at which a new view dawns upon a person is 
usually of little concern to anyone save himself, and it did not 
occur to me in 1900 that a reply to Professor Fetter was called 
for.° The result of my forbearance, however, has been that Pro- 
fesser Fetter, and possibly others who have read his criticisms, 
attribute my change of view to the influence of authors who wrote 
several years after that change of view occurred. Very naturally, 

* The italics are mine. 

““The Nature of Capital and Income,” Journal of Political Economy, March, 
1907, p. 131. 

° Ibid., p. 132. 

* Four years later, in an article written for a different purpose (“Precedents 


for Defining Capital,” Quarterly Journal of Economics, May, 1904), I mentioned 
briefly Professor Fetter’s misunderstanding of my position. 
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Professor Fetter is at a loss to understand why I made no refer- 
ence of acknowledgment to these recent writers. 

Before leaving this subject, I would add that the change 
in my concept of income did not, as Professor Fetter erroneously 
believes,” carry with it any change in my concept of capital. 

Professor Fetter is also mistaken in believing that the concept 
of capital-goods, much emphasized in 1896, has now been shelved 
by me as useless. This he concludes from the fact that in The 
Nature of Capital and Income the important concept is capital- 
value, not capital-goods. He forgets, however, (1) that the 
goods concept is itself necessary to the formulation of the value 
concept, and (2) that my book does not attempt to cover the 
entire subject of capital. There are, in fact, four different roads 
leading from the capital concept, only one of which was followed 
in the book, the reason being that my book was written prin- 
cipally as a step toward the theory of interest, which forms the 
subject of another book now in press. 

Another misunderstanding of Professor Fetter’s is found in 
the following passage :§ 

The belief is implied that this sum of money rentals and enjoyable ser- 
vices is a homogeneous income because it consists of services to the owner. 


.... This summation of heterogeneous elements .... is not a satisfactory 
solution of the problem. 


Some chance expression of mine must have misled Professor 
Fetter, for I never intended to say that income services were 
homogeneous in the sense that they could be added together. On 
the contrary, this was expressly denied on page 121, where I 
emphasized the fact that miscellaneous services cannot be added 
together until each is multiplied by its price and all are thus 
reduced to a common denomination. It is to this sum of value 
that income-accounts refer. 

‘The preceding criticisms relate to unessential points. More 
essential is Professor Fetter’s general criticism of my theory of 
income. He seems to forget that, while enjoyable services (psy- 

7™“The Nature of Capital and Income,” Journal of Political Economy, March, 


1907, p. 136. 
® Ibid., p. 137. 
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chic income) and objective services are themselves incommensur- 
able, their values are not. Moreover, when the summation is 
completely carried out, the values of the physical elements cancel 
among themselves and leave as the net result only the value of 
the psychical elements. It is precisely because of this cancella- 
tion, corresponding closely to the double-entry bookkeeping 
familiar to all accountants, that the harmony between psychic 
income and the bookkeeper’s money-income works itself out auto- 
matically and not as an empirical make-shift. The relation is 
so simple and automatic that all of the various applications of the 
term “income” are found to come into view, or disappear from 
view, according to the number of elements of capital which are 
under consideration. Thus, the income of any one particular 
department of a. great department store may be traced by itself, 
but every ‘tem of it immediately vanishes if the accounts of the 
entire department store are considered. This disappearance is not 
due to any makeshift in the accounting, but takes place neces- 
sarily and automatically. All the elements of income and outgo 
of the individual department still influence the sum-total of the 
department store, but every credit or debit of that department in 
its dealings with another department is now offset by a debit or 
credit of this other department. All the credits or debits among 
the departments of the store thus take care of themselves, can- 
celing in pairs, or “couples,” and leaving only the outer fringe of 
services and disservices of the department store as a whole. In 
like manner, if the department store is itself considered as one 
department of a greater department store—the entire world of 
business—the income and outgo of the store in their turn dis- 
appear. Thus the chain of plus and minus elements may be 
extended or curtailed at will. If restricted to commercial opera- 
tions, it faithfully reproduces commercial bookkeeping; if 
extended to domestic economy, it presents model bookkeeping for 
the home. With each extension of this chain, all previous debits 
and credits cancel and leave only the last link exposed, which 
will be a credit—not a debit—and constitutes the final net sum 
of the whole series. When this process is extended to its utter- 
most limit, psychic income emerges as the final net or uncanceled 
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term; commercial accounts will have finally wiped themselves off 
the slate entirely. 

In such a system all the elements of income are organically 
related and not accidentally assembled. Psychic income emerges 
at the end, not as opposed to or discordant with the items 
recorded on merchants’ ledgers, but as the ultimate elements up 
to which those ledgers lead. The aim of my book was to show 
that the business man’s concept of income and the economist’s 
concept of income thus dovetail into each other when the proper 
method of their cancellation is understood. It is not possible 
here, even were it advisable, to repeat the explanations of the 
theory underlying these operations. 

Professor Fetter objects that at one stage in this process, 
income appears to be more closely related to the expenditure of 
money than to its receipt and, as such, seems out of keeping with 
the ordinary idea of income. This apparent incongruity, how- 
ever, is nothing more than the commonly accepted antithesis 
between “nominal wages” and “real wages.” 

The seeming contradiction between money income and enjoy- 
able income is readily resolved if we consider debits and credits. 
When money is spent, the expenditure itself is, it is true, outgo 
to be debited to the commodities bought with it. But these com- 
modities afterward render a return in satisfactions. These satis- 
factions are certainly not expenditures, but receipts. Whether 
money-spending is associated with outgo or income is entirely 
dependent on whether we fix attention on the loss of the money 
or the gain of the goods and services for which the money is 
spent. An alternating series of debits and credits properly entered 
on the ledger will take care, automatically and unerringly, of the 
whole process. But, if one is not careful to master the system, 
it is easy to mistake debits for credits, just as a person innocent 
of practical accounting is prone to think that “capital” belongs 
among assets, instead of among liabilities. 

Professor Fetter, like all masters in science, has evident diffi- 
culty in shifting his point of view to that of another. It would 
seem that he has not grasped the details of the automatic account- 
ing which he criticizes. Being himself so sure-footed in economic 
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theory, he is in no need of a guide to direct each separate step. 
He sees the whole without the necessity of piecing it together by 
parts, just as a skilful housekeeper has a complete picture of her 
income and expenditures, although she has never kept books in 
any logical way. A bookkeeper would find her methods unsys- 
tematic, but her results correct; while she would find his method 
of itemizing too tedious and routine-like to suit her purposes. 
Marshall and Fetter are able to escape the ordinary pitfalls of 
double counting, without relyingon any automatic system of book- 
keeping to provide against them. Nevertheless, a logical system 
of accounting is useful, and quite as much so in economics as 
in business. It saves serious errors for most persons, and saves 
labor and time for all. By means of a correct system of accounts 
a bookkeeper is able to keep the ledger of a firm without requiring 
any complete knowledge of its business. The items with which 
economic science deals can likewise be so systematized. If this 
be done, even the most plodding follower of routine can now 
avoid errors which so great a writer as Mill did not escape. 

It would seem that the most vital point of difference between 
Professor Fetter and myself relates to my contention that an 
increase of capital value is not income. I am not quite sure 
whether our disagreement here is more than a matter of words, 
and it may well be that my terminology is at fault. I used the 
term “earnings” in place of what is often called “income,” and 
the term “income” in the sense of the value of services rendered 
by capital. Under this terminology increase of capital forms a 
part of earnings but not of income. There is little objection to 
changing this terminology, if we are willing to give up saying 
that capital value is the capitalized value of expected income. 
We could then maintain that increase of capital value is income. 

But if “income” includes only those elements on the anticipa- 
ton of which the value of capital depends, then the increase in 
the value of capital is most emphatically not income. An example 
will make this clear. Let us suppose that a man possesses a 
particular article of wealth or property yielding $1,000 a year for 
the first fourteen years, and $2,000 a year forever after. The 
“income” in this case consists in the receipt of the sums men- 
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tioned—fourteen consecutive items of $1,000 each, and thereafter 
$2,000 a year forever. It is certainly true that the value of his 
wealth or property, that is the capital value of the $1,000 and 
$2,000 sums is the discounted value of these items and these 
items only. But according to Professor Fetter, the income, while 
including these $1,000 and $2,000 sums, includes also the increase 
in value of the annuity. 

The capital value of the supposed annuity, if interest is 5 
per cent., is about $30,000 at the beginning and $40,000 at the 
end of fourteen years. There is thus an increase in this capital 
value of $10,000 in fourteen years, of which $500 occurs in the 
first year. 

Professor Fetter seems to believe that the increase of $10,000 
during ten years, as well as each part of it, such as the $500 
increment during the first year is discounted in advance like other 
items of income, in order to form the capital value, $30,000 at the 
beginning. Waiving the question of names, I deny that this 
increase of value is discounted like other items ot income, 
That the increase of capital value cannot play the same role as 
the actual payments of which the supposed annuity consists may 
be shown in various ways. 

First, let us put ourselves in the point of view of Professor 
Fetter and of the many writers who believe that increments of 
capital are discounted as other items of income are discounted. 
That they are so discounted certainly appears to be true when 
short intervals of time are considered. For instance, by con- 
fining ourselves to a single year, we may regard the $30,000 at 
the beginning as the discounted value of (1) the $1,000 to be 
received at the end of the year, and (2) the capital value of the 
annuity, $30,500, at the end of the year. It is certainly true 
that both of these items are discounted to form the $30,000 at 
the beginning. It is even true that the second item, $30,500, 
may be broken up into two items, one of which is equal to the 
original capital value, $30,000, and the other of which, $500, is 
the increment of capital value during the year. It therefore 
seems natural to class this $500 as “income” and join it onto the 
$1,000 of income actually received, instead of associating it with 
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capital. The annuitant could in fact sell his annuity for $30,500 
at the end of the year, and then, reinvesting $30,000, its original 
value, realize $500 in actual cash. Why then is not this $500 
true income? It appears to be both discounted and realized 
precisely as any of the $1,000 and $2,000 payments of the 
annuity. As a matter of fact however it is neither. We shall 
first point out that to “realize” the $500 in the manner supposed, 
will, by a transparent sleight of hand materially alter the annuity 
considered. It is true that, if the annuitant should actually do 
as we have supposed—sell his annuity at the end of the first 
year and reinvest only the $30,000—his income for the year 
would be, not $1,000, but $1,500, of which $500 was realized 
on the operation. But he would then no longer have the sup- 
posed annuity of $1,000 a year followed by $2,000. Instead he 
would have a slightly smaller annuity. For by reinvesting 
only $30,000 out of $30,500 he must certainly suffer a reduction 
in subsequent income as compared with the income which 
he would have received had he reinvested the whole $30,500; 
or, still more simply, had he retained his original annuity. 
For instance, he may with his $30,000 reinvested obtain 
$983.50 for the next thirteen years, and $1,967 thereafter, 
instead of the $1,000 and $2,000 respectively to which his 
original annuity entitled him. In other words, by supposing 
him to sell for $30,500 and reinvest only $30,000 we have 
changed our hypothesis. We have added $500 to the income of 
the first year, but only by subtractng from subsequent income 
$16.50 each year for thirteen years and $33 thereafter. These 
deductions are in fact the exact actuarial equivalent for the $500 
taken at the end of the first year. If the annuitant had rein- 
vested all of his $30,500 or had let his annuity alone, he would 
have continued to receive his full $1,000 and $2,000 payments, 
but he would not have received the $500 at the end of the first 
year. He cannot do both—eat his cake and have it too. Either 
he has $500 in capital or $500 in income, but if it is capital he 
cannot count it also as income. 

It is clear, then, that if our annuity is to remain in its original 
form ($1,000 for 14 years and $2,000 thereafter) we have 
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no right to assume the sale and reinvestment at the end of the 
first year unless the whole $30,500 be reinvested. In the latter 
case the $500 will no longer be realized income; for if we regard 
its receipt as income by virtue of the sale, we must regard its 
expenditure as an offsetting outgo by virtue of the reinvestment. 

We return, therefore, to the original annuity, untampered 
with by sale and reinvestment. Professor Fetter may still ask, 
Is it not true that the $500 accumulated during the first year is 
discounted in the same way as ordinary income? To this we 
answer emphatically, No. It is true that the $500 may be dis- 
counted, but not in the same way as true income. In the first 
place, the $500, like all of the $30,500 of which it forms a part, 
if discounted, is discounted only as the representative of later 
income. This $30,500 is itself the discounted value of the income 
subsequent to the first year, namely, thirteen successive items of 
$1,000 each followed by a perpetual annuity of $2,000. By con- 
fining our view to the first year only, and thereby shutting out of 
sight all income of subsequent years, we are naturally obliged 
in some way to supply its place. This we do by means of the 
$30,500, the capitalized value of all subsequent income. We are, 
therefore, merely rediscounting this subsequent income. Instead 
of discounting it directly we discount it in two stages, the result 
of the first stage being $30,500 located at the end of the first 
year, and the result of the second being $30,000 located at the 
beginning of that year. The $500 in dispute, like all of the 
$30,500 of which it forms a part, is therefore not discounted 
in addition to the long series of $1,000 and $2,000 items of true 
income but as a substitute for some of them. 

This may be seen more clearly by extending the time to a 
longer period than one year. Thus, if we take a two-year seg- 
ment of time, the payments actually received will be $1,000 in 
each of two years, and at the end of these two years there will be 
a capital value of $31,025. We then have the equation: $30,000 
at the beginning is equal to (1) the discounted value of $1,000 a 
year for two years plus (2) the discounted value of $31,025 at 
the end, which in turn is the discounted value of all subsequent 
income. Again, if a period of twenty years be considered, 
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$30,000 at the beginning is equal to (1) the discounted value of 
fourteen annual payments of $1,000 each, and of six annual 
payments of $2,000 each plus (2) the discounted value of $40,000 
as the capitalization or representative of all income subsequent 
to twenty years. In general, the capital value at the beginning of 
any period is the discounted value of the income accruing during 
that period plus the discounted value of the capital at the end; 
and this last capital is the discounted value of all subsequent 
income. 

From these examples it should be clear that the capital value 
at the end of any period including the $500 is not discounted as 
ordinary income is discounted but only as a representative of 
some of that income. In this respect the $500 differs absolutely 
from the items of $1,000 and $2,000 which constitute true income, 
for none of these items represent the discounted value of other 
items, subsequent in the series. Each of them is discounted in 
addition to the others and not instead of them. Increments of 
capital are capitalized income not income itself. 

Another radical distinction between the discounting of true 
income and the discounting of an increment of capital is found 
in respect to the location of those items in time. To find the 
present value of an item of income we discount it from the point 
of time at which it accrues. But this is not true of increments of 
capital. For instance, to revert to the example of the annuity of 
$1,000 a year for fourteen years followed by $2,000 thereafter, 
let us again consider the period of the first twenty years. During 
this period the capital value has increased from $30,000 to 
$40,000, the total increase being $10,000. This $10,000, how- 
ever, accrued gradually; $500 of it accrued in the first year, 
$525 in the second, and so on increasingly until in the four- 
teenth year the increment was $1,000. During the next six 
years of the twenty years considered, there is no further accre- 
tion. Now, if these increments (aggregating $10,000) were dis- 
counted as ordinary income is discounted they would be dis- 
counted from the times at which they accrue. $500 would be 
discounted for the first year, $525 for the second, etc. But the 
fact is that this entire increase of $10,000 in capital value must 
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be lumped together and discounted from the end of the twentieth 
year—the same point of time, in fact, as the other $30,000 of 
capital value. Otherwise our calculated value of the capital at 
the beginning will not be $30,000 as it should be but about 
$33,000. If instead of twenty years our period is nineteen years, 
the capital value at the end will be $40,000 and the increment 
$10,000 just as before, but this $10,000 must now be discounted 
from the nineteenth year. Similarly, if eighteen years be taken 
the increment of $10,000 must be discounted for eighteen years. 
In no case can we get the correct value, $30,000, by discounting 
the increase of capital value from the times at which they actually 
accrue. Even when only one year is taken such a mode of 
reckoning would lead to slight error (about $12). 

It is clear, therefore, that the increase of capital value is dis- 
counted very differently from true income. It is discounted only 
vicariously, as a substitute for the true income beyond any given 
point of time. Its location for discount purposes shifts accord- 
ing to the point of time at which we close our books instead of 
being distributed through the periods of time when it accrues. 
Increase of capital plays only the role of capital and not of 
income. 

Another important difference between true income and the 
increment of capital lies in the fact that, whereas the items of 
true income can be varied at will, each independently of the 
others, the increment of capital cannot be known until all of the 
true income is known. If, for instance, we vary the preceding 
example by supposing the true income after the fourteenth year 
to be, not $2,000, but $1,500, and that during the first fourteen 
years to be $1,000 as before, we shall find that the increment of 
capital in the first year will not remain at $500, but necessarily 
changes to $250, for the capital value of the property is by 
actual computation $25,000 at the beginning and $25,250 one 
year later. In short, increments of capital value have no inde- 
pendent existence, but like all capital value merely hang upon the 
value of expected income. 

We note finally that increments of capital value differ from 
true income in that they are affected by a change of the rate of 
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interest used in discounting. If the rate of interest is lower 
than five per cent., the annuitant just considered will find that 
his increment of capital value in the first year is less than 
$500; if the rate is higher than 5 per cent. his increment 
will be greater than $500, but the change in the rate will 
not alter his true income, which is still $1,000 for fourteen years 
and $2,000 thereafter. The same principles apply very obviously 
to any other numerical case, whether the annuity or income is 
perpetual or terminable, whether it increases or decreases, whether 
it accrues evenly or irregularly. 

No sound theory of capital value can gain acceptance until 
we give up thinking of capital value as an independent entity 
existing apart from anticipated income. Capital value is merely 
a present expression for future income. We must always begin 
our capital reckoning with income, and with that item of income 
most remotely future. We then proceed backward in time to the 
present, generating present capital out of future income. The 
ordinary man, however, thinks in precisely the opposite order, 
proceeding from capital to income and regarding an increment 
of capital as growing out of the capital instead of being merely 
part of the capital value of subsequent income. Once we see 
clearly that the value of any capital, such as a house, a factory, 
a railway, is merely the capitalization of expected income, we 
cannot avoid seeing that both this capitalized value and its fluctua- 
tions have no independent existence apart from the income capital- 
ized. Nothing but confusion can result by thinking of an increase 
in the capitalized value of income as itself income. It can be 
turned into income, but only by cutting out an equivalent from 
the future income for which it stood. If it is allowed to remain 
as a part of capital value it will play the rdle of capital value and 
cannot legitimately masquerade as income also. It is not dis- 
counted as income in addition to all of the true income, although 
it may be discounted instead of a part of that income. 

If it be asked: Is there no justification for the very common 
usage by which increase of capital is regarded as income? the 
reply is: Yes, if only we also count it as outgo! All such 
income is turned back into capital. Increase of capital regarded 
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as acquired by that capital is income, but regarded as paid to» 
that capital it is outgo. As we saw, the annuitant may count his 
annual increase of capital as income, if he remembers that, being 
returned to the capital from which it came, it is also outgo. 

The correctness of this accounting is evident if we think of a 
savings-bank depositor who allows his deposit to accumulate. 
We may imagine such a depositor at each successive year visiting 
the bank, receiving his increase of capital during the preceding 
year (interest), and then immediately redepositing this sum. 
No objection can be offered to calling the receipt true income 
from his savings, but consistency requires that its redeposit 
should be called outgo. 

Professor Fetter overlooks these coupled and self-canceling 
items of income in several parts of his criticism. The oversight 
is responsible for his ascribing to me an inconsistency on this 
very point. He believes that I myself sometimes call increase 
of capital, income; but. he fails to observe that in all such cases 
there enters a corresponding negative item—a debit as well as a 
credit. His oversight may be due to the fact that the credit often 
pertains to one article of capital and the debit to another. Thus, 
if the savings-bank depositor, instead of redepositing his annual 
interest in the same bank, deposits it in another bank, the interest 
payment is to be regarded as income from his account in the 
first bank without any offsetting outgo; but at the same time it 
is outgo with reference to his account in the second bank, and 
without any offsetting income. Most business operations corre- 
spond to such shifting of bank deposits from one institution to 
another. They represent an increase of capital, but by two 
equal and opposite items in the income account. Increase of 
capital value merely passes through the income account; it does 
not leave any net addition there. 

Professor Fetter regrets that my book fails to treat the 
nature of capital and income as a part of the theory of distribu- 
tion. A correct statement of the nature of capital and income 
undoubtedly underlies a correct theory of distribution, but I 
purposely sought to avoid entangling the fundamental concepts 
of capital and income with any of their numerous applications. 
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These applications must form the subject of separate investiga- 
tions. 

It is exceedingly difficult to reply adequately to a critic on 
issues as intricate as those involved in Professor Fetter’s article, 
for both the criticism and the reply, to be thoroughly intelligible, 
require a first-hand knowledge of the book criticized. For this 
reason I cannot help feeling that my best reply to Professor 
Fetter is contained in the book itself. The present article 
merely seeks to picture in outline the oversights which Professor 
Fetter has made. When misunderstandngs are explained, it will 
be found, I think, that our agreement is more nearly complete 
than he has realized. 

IRVING FISHER 


YALE UNIVERSITY 
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Railway Problems. Edited by Wititam Z. Riptey. Boston: 
Ginn & Co., 1907. 8vo, pp. xxxii-+686. 

In the twenty-seven selections he has presented Professor Ripley 
makes it easy for the student to get a view of the more important of 
our railway problems. 

In the historical chapters the worst misdeeds of the railway 
manipulators are presented. Bad as present-day conditions are, 
they can hardly match the “Chapters on Erie” revelations, the 
Crédit Mobilier scandals, or the Standard Oil rebates. In crude, 
flagrant robbery of investors, in open use of courts and legislatures 
for aiding and shielding financial highwaymen, none of the recent 
investigations, have revealed anything to compare with the Gould 
and Vanderbilt methods of our pioneer days. In the amount actually 
secured by the manipulators through abuse of trust many modern 
chapters could be written showing greater gains through financeer- 
ing. But no Charles Francis Adams has yet written “Chapters of 
Alton.” The rules of the game are better observed by the modern 
players. 

The history of a typical pool is presented in chapter 4, because 
the author believes pooling under government control may again 
play a part in our railway regulation, as it does in other countries. 
Professor Taussig’s excellent statement of “The Joint Cost Theory 
of Railway Rates” is chapter 5 of the selections. Thirteen chapters 
present decisions of the Interstate Commerce Commission covering 
questions of unreasonable rates, relative rates, long- and short- 
haul clause, the basing-point system, transcontinental rates, export 
and domestic rates, and freight classification. The author’s chap- 
ters on “Trunk Line Rate System” and “Economic Waste and 
Transportation” are put in with these decisions of the commission 
on traffic problems. Chapters 21-24 set forth the present status of 
government control as shown in the Northern Securities Case, the 
amendment to the Interstate Commerce Law, and the extension of 
judicial power. Chapter 24, on “The Doctrine of Judicial Review,” 
is one of the most significant in the entire collection. The last three 
chapters give a brief account of the raiiway conditions and experi- 
ence of England, France, and Germany. Witu1aAmM Hitt 
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On Municipal and National Trading. By Tue Ricut Hon. 
Lorp Avesury. London: Macmillan Co., 1907. Pp. vit 
178. 

If the long debate on the relative merits of public and private 
management of industrial enterprises is to be settled by authority, 
no name is likely to carry more weight than that of the learned, 
titled, and experienced author of this little book. Not content, how- 
ever, to rest the case on the conclusions drawn from his wide 
observation and experience, the authority of a long list of well- 
known writers is used to support the position taken in favor of 
limiting municipal trading as much as possible. 

One commendable feature of the book is its definiteness. The 
author leaves no doubt as to his position. He states his conclusion 
in the introduction, gives five reasons to support it, elaborates 
and cites evidence and authority in support of these reasons against 
municipal trading in nine rather short chapters, repeats the reasons 
and even some of the quotations in support of them in his con- 
clusion, and leaves the friendly reader who is seeking this kind of a 
settlement with a feeling that the final word has been said. The 
critical or hostile reader might still believe something could be said 
in favor of municipal trading, might even venture to question some 
of the positions so confidently stated and backed up with such an 
array of authority. 

The proposition and the reasons in support of it may best be 
stated in the author’s own words (p. 6): 


The understanding by municipalities of commercial undertakings is unde- 
sirable mainly on five grounds: 

Firstly, the legitimate functions and duties of our municipalities are 
already enough, if not indeed more than enough, to tax all their energies 
and fill up all their time. 

Secondly, it has involved, and wili involve, an immense increase in 
municipal debt. 

Thirdly, it will involve municipalities in labor disputes. 

Fourthly, as there will not be the same stimulus to economy and atten- 
tion, there will be a great probability, not to say certainty, that one of two 
things will happen: either there will be a loss or the service will cost 
more. The working classes will of course be the greatest sufferers. 

Fifthly, it is a serious check to progress and discovery. 


By citing the numerous and increasing duties of the London 
County Council, a strong case in support of the first point is made; 
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but the duties of these overtaxed public servants are not more 
numerous, more important or more onerous than those of the 
private capitalist who is responsible for the management of rail- 
roads, banks, insurance companies, industrial enterprises, and per- 
haps political parties, as some of our leading financiers are. Any 
concentration of power and duty that can be shown through an 
increase of municipal functions can be more than matched by the 
increase of powers and duties in private hands through the recent 
consolidation movement. In either case the responsible head can 
give only general direction and must depend on the staff under him 
for the real control. The vital questions in making the comparison 
would seem to be, which system secures the more able men for these 
positions of vast responsibility, and which system secures the most 
efficient staff of men to work under these leaders? Lord Avebury 
barely touches these points. 

Unless it can be shown that a very few men have a monopoly 
of business ability and a little attention from them will secure better 
results than extended and careful attention of ordinary men, there 
would seem to be ground for limiting the functions to be performed 
by any one man whether in public or private business. 

The second point, i.e., the increase of debt and of the rates is 
established beyond doubt. The facts cannot be questioned. One 
might ask, however, if the debts incurred by British municipalities 
for tramways, lights, etc., are greater than the fictitious increase of 
obligations of public service corporations in the United States. In 
form the latter are not a burden on the taxpayers, but the managers 
of these private enterprises usually succeed in collecting a sufficient 
tax from the public to pay interest on the debt they have created. In 
making a study of this subject a comparison of the total interest 
charges required by public and private corporations rendering 
similar service is desirable. The author justly complains that 
municipal bookkeeping is so careless and badly arranged that the 
real facts are not ascertainable. Similar complaints against the 
bookkeeping of the private companies are often heard. 

The third point about the labor difficulties of municipalities is 
also fully established. Here again one might ask if the private cor- 
porations are free from these difficulties? How much worse are the 
results when public employees take part in politics to secure personal 
gains than when a like number of employees of public service cor- 
porations do the same thing for the same motives? 
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In discussing the fourth point, the lack of economy and care due 
to the absence of a personal interest in the work, the author seems 
to be making the comparison with conditions of an earlier time. 
Why should a railway officer or employee have more personal inter- 
est in the work he is doing for the United Railways Company than 
in the same work done for the London County Council? Unless 
the recent tendency to concentrate all kinds of industrial enter- 
prises in the hands of larger and larger companies be checked, the 
force of the old argument in favor of private enterprise on the 
ground of personal interest of the workman or manager loses much 
of its force. 

The author’s toleration, fair spirit, and breadth of view are 
shown in the credit he gives public officials who fail to get good 
results. He admits their honesty and their good intentions but 
thinks they are in the wrong field. His experience as president of 
the London County Council should give great weight to his con- 
clusions. The reader who seeks a clear, brief statement of the argu- 
ments against municipal trading cannot find the case more satis- 
factorily stated than in Lord Avebury’s book. Wutas Ha 
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American Finance. Part First—Domestic. By W. R. Law- 
son. London: William Blackwood & Sons, 1906. 8vo, 
pp. vi+391.: 

Mr. W. R. Lawson—not the author of Frenzied Finance—writes 
of American financial institutions in a style, perhaps, somewhat too 
discussive to be taken quite seriously, but his chapters give evidence 
that he is fairly well informed regarding American financial develop- 
ment. 

The treatment of Civil War finance and of our currency prob- 
lems is not, however, entirely satisfactory. One reads of the 
“moderate advance” in gold from 152 to 191 in the first half of 1864. 
And, again, that “fluctuating standards of value may cause great 
inconvenience, but to the community as a whole they cannot do very 
serious harm.” The writer seems to believe that it is only in its 
effect upon foreign trade that an inflated currency may have serious 
consequences. As a matter of fact, since international trade is 
always in terms of gold, it is quite independent of national cur- 
rency systems, and is bound to suffer much less from currency 
inflations than does domestic trade. 
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Certainly exception must be taken to the author’s statement, in 
his discussion of the loss occasioned by the issue of legal tenders 
during the civil war, that “the excess of currency over specie values 
[of imports] is the cost to the importers of the depreciated dollar.” 
He reasons after this fashion: 

On the whole seventeen years of suspended specie payments the paper 
dollar averaged 80 cents in gold, a depreciation of 20 per cent. American 
importers may therefore be said to have had to pay 20 per cent. more for 
their goods than they might have done under a gold standard. 

Apart from the consideration that average depreciation gives 
one no basis whatever for estimating the total loss due to the issue 
of greenbacks, it is clear that neither the importers as a class, nor 
the community as a whole, suffered any loss in international trade, 
in any respect whatever commensurate with depreciation of the 
currency. Obligations contracted in international trade were satis- 
fied in one way or another at the time—by the exportation of goods 
or by the shipment of gold, or the transmission of securities. In no 
conceivable case could any loss to the community be figured on the 
basis of currency depreciation. Again, the author’s whole discus- 
sion of our “three-billion-dollar currency” is seriously impaired by 
his uncritical acceptance of our official statistics of the quantity of 
gold and silver in circulation. It is quite improbable, for example, 
that the gold in circulation is approximately sixteen dollars per 
capita. The statistical data in the chapter on our “2,000,000,000 
‘Hard’ Dollars” are irrelevant and unconvincing, and the assump- 
tion more or less generally implied throughout the discussion that 
our silver constitutes a reserve against our paper, and may be added 
to our stock of gold as an element of strength in our monetary 
system is misleading. 

Much might be said in review of Mr. Lawson’s discussion of the 
creative functions of our financial institutions, the relation of Wall 
Street financiering to the trust movement, of the effect of our specu- 
lative banking operations upon our industrial development and of 
the financiered exploitation and waste of national resources in the 
pursuit of wealth. Any detailed consideration of the author’s dis- 
cussive treatment of these topics would, however, prolong this 


review to too great length. In general the discussion of these ques- _ 


tions as of our financial experience as a whole is suggestive and 
stimulating. It is, however, rather picturesque than analytic. 


Joun CuMMINGs 
University oF CHICAGO 
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Business and Education. By Frank A. VANDERLIP. New 
York: Duffield and Co., 1907. 8vo, pp. 563. 

In this collection of addresses and articles, some of which have 
been previously published, a great variety of topics is discussed of 
economic interest. A recurring theme, running through the 
author’s chapters wherever they deal with our educational system, 
is that the business of education should be more _ general 
than it is today, both in our secondary and in our higher institu- 
tions, education for business and not merely for the fundamentally 
political end of making good citizens. The author is in entire 
sympathy with the effort being made to extend educational work 
along technical, industrial, and trade lines. In this field, it is con- 
tended, we have a great deal to learn from Germany, which among 
European nations has most clearly appreciated the economic value 
of technical education. The German educational system and that 
of other European countries is described in considerable detail. 
The commercial and industrial supremacy of England, it is con- 
tended, is seriously imperiled by her failure to appreciate the value 
of technical education. In this field Germany is pre-eminent. The 
services of those engaged in this work are well rewarded. On this 
point our author observes. 

I was told that the professor of industrial chemistry in the technical 
high school of Charlottenburg received a salary of $25,000 a year. When 
our own institutions have endeavored to secure men of this type from 
Germany they have invariably found it impossible because the remunera- 
tion there was more than our institutions could afford to pay. The higher 
remuneration in Germany is possible because of the intimate relation which 
has been built up between the schools and the great industries. 


A chapter devoted to a consideration of “The Political Problems 
of Europe as They Interest Americans,” contains an account of 
the progress of socialism, as a “great political and social move- 
ment,” which “foreshadows a tendency which we are likely to see 
gain great force in this country.” In this chapter under the head- 
ing, “Paternalism and Nationalism,” the institution and practical 
operation of workingmen’s insurance is considered. A separate 
chapter is devoted to “Old-Age Pensions for Workingmen.” 

The discussions of our own currency and banking problems are 
briefer, but indicate that the author grasps many of the funda- 
mental difficulties involved. The necessity for greater elasticity 
in our banking currency is dwelt upon, and it is believed that this 
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might be secured through some provision for issuing notes based 
upon assets. 

A chapter entitled, the “American Invasion of Europe,” points 
out that our success in capturing foreign markets has been due 
largely to advantages possessed in natural resources, rather than 
to superior skill or workmanship, and that this advantage cannot 
persist indefinitely unless our producers are placed upon a footing 
of equality with those of competing nations in the matter of techni- 
cal training. 


4.¢. 
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The British City. The Beginnings of Democracy. By Frepertc C. Howe. 

New York: Charles Scribner’s Sons, 1907. 8vo, pp. xvii + 370. 

Mr. Howe’s study of the British City confirms him in the belief that “the 
hope of democracy” is in the city. Real democracy involves a community’s 
economic environment, and its maintenance depends upon the assumption of 
economic and industrial responsibilities. In Great Britain the municipalities have 
developed a capacity for this new industrial democracy. Mr. Howe’s arraign- 
ment of the imperial government, which he conceives to be in the hands of a 
privileged class, is exceedingly bitter. “All that the Imperial government has 
ever meant to the great mass of the British people,” he declares, “has been 
the privilege of carrying the aristocracy in idleness upon its back. Government 
by gentlemen is the costliest burden under which the nation staggers.” Exploita- 
tion by the classes has reduced the masses to a condition of dependence and 
poverty. The author finds no corruption in the British municipalities which are 
organizing against the dominance of the privileged classes. The nearest approach 
to “graft” uncovered by Mr. Howe in his investigation was the offer some 
years ago of a bribe of fifty dollars by a saloon keeper to a member of a city 
government. The bribe was refused. It is difficult to believe that the case against 
the aristocracy and for municipal trading is so clear. Other investigators, who 
have been perhaps as open minded and sincere as Mr. Howe, have arrived at 
diametrically contrary conclusions. 


The Conquest of Bread. By P. KropotKin. New York: Putnam’s Sons, 

1907. Bvo, pp. xiv + 279. 

Prince Kropotkin states the problem of the twentieth century to be 
“the return to Communism in all that ministers to the well-being of man.” 
He instances trade-unionism, co-operativism, and municipal trading, as “experi- 
ments which prepare human thought to conceive some of the practical forms in 
which a communist society might find its expression.” For its worker the 
anarchist commune will erect “palaces fairer and finer than any the capitalists 
built for themselves.” He is confident that all this can be achieved under a 
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régime of free association, without the exercise of government authority. The 
efficiency of “free agreement” in achieving economic ends is evidenced in the 
international organization of labor and industry today. Prince Kropotkin’s arraign- 
ment of the present social industrial order is uncompromising. The many are 
poor because all that is necessary for production has been seized by the few. 


Citizenship and the Schools. By Jerem1aH W. Jenks. New York: Henry 
Holt & Co., 1906. Pp. 264. 


This is a volume of essays and addresses written between 1887 and 1905. 
Three of them have been previously published in magazines. The views 
expressed are in general in harmony with the trend of public opinion on educa- 
tion. The “Relation of the Schools to Busines.” is perhaps the most original 
chapter. for little has been written in the great number of indifferent books on 
education thet recognizes the fact that the successful business man is the Ameri- 
can ideal, and that schools should, therefore, prepare young men to go into 
business and maintain their ideals. Mr. Jenks recognizes the fact that the best 
men are those who have had to work their way through college or university, 
and he has caught the swing of the pendulum from merely mental training back 
to character building by means of example and practice. The chapter on “The 
Social Basis of Education” has underlying principles that were stated in Dewey’s 
School and Society in 1900 and in Jane Addam’s Democracy and Social Ethics 


in 1902. 


L’industrie dans la Russie méridionale. La situation—son avenir. Par 

Marce, Lanwick. Bruxelles: Misch et Thron, 1907. 8vo, pp. 316. 

This work is undertaken in the interests of Belgian investors in Russian 
industrials, but is of general economic interest. It contains a brief historical 
account of industrial development during the last thirty years in Russia, 
together with a more detailed descriptive account of present political and indus- 
trial conditions, more especially in the coal and iron industries, with some com- 
ment on probable future development. The author was delegated by the Belgian 
Minister of Industry and Labor to investigate Russian industrial conditions, and 
has spent a portion of the past year traveling about in Russia, gathering his 
materials. He concludes that the accounts of social unrest, which have occasioned 
anxiety among investors, have been greatly exaggerated, and his report is calcu- 
lated to inspire confidence in Russia’s industrial future. Failure in the past he 
attributes to lack of information regarding Russian conditions, and he urges 
the formation of a society for the education of Belgian investors and merchants. 


Proportional Representation. Second Edition with Chapters on the Initiative, 
the Referendum and Primary Elections. By Joun R. Commons. New 
York: Macmillan, 1907. 8vo, pp. xi + 360. 

The new material, dealing mainly with the system of direct primary elec- 
tion, the initiative and referendum, is added to this second edition in the form of 
several appendices, embracing articles written by the author since 1896. They 
are rather developments of the author’s opinions as expressed in the original 
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text than modifications of them. The referendum is urged as a necessary correc- 
tion under our political organization which does not insure proportional] repre- 
sentation in our popular assemblies. Under a proper system of direct primary 
election, and proportionate representation, the Referendum would tend to fall 
into disuse. “The Referendum,” writes Professor Commons, “is essential only 
as a veto on unrepresentative law-makers. Where the legislature represents all 
of the people instead of the bosses, then the referendum, while retained as a 
safeguard will gradually drop into disuse.” 


Le salaire des ouvriers des mines de charbon en France. Contribution 
a la théorie économique de salaire. Par Francois SIMIAND. Paris: 
Cornély & Cie, 1907. 8vo, pp. 520. 

As a statistical study of wages in an important industry M. Simiand’s treatise 
is an exceedingly valuable contribution. The industry selected is one which 
offers exceptionally good opportunity for application of the statistical method 
of inquiry, since fairly complete data are available covering a considerable period. 
What especially characterizes the author’s work, however, and gives it a wider 
interest for economists than it would otherwise have, is the systematic effort 
made to bring economic theory regarding wages to the test of statistical data in 
one industry. The relative movements of wages, products, and prices are con- 
sidered in detail, and a series of interesting diagrams is appended upon which 
wage movements are plotted. The author has undertaken a general investigation 
of wage movements in France during the nineteenth century, and the present 
volume presents the results of his study for one industry. 


State Railways: Object Lessons from Other Lands. By Epwin A. Pratt, 
with translation of M. Marcel Peschaud’s articles on “Les chemins de 
fer de l’état belge,” in the Revue politique et Parlementaire. London: 
P. S. King & Son, 1907. 8vo, pp. 107. 

In his book entitled Railways and Their Rates, Mr. Pratt has discussed in 
detail the effects of government ownership and regulation of railways, in France, 
Germany, Holland, Belgium, and Denmark, and he takes occasion in presenting 
this translation of M. Peschaud’s articles upon Belgian state railways to offer 
further evidence drawn from the experience of the Australian colonies and other 
communities. His survey of this experience leads him to the conclusion, expressed, 
by the Duke of Devonshire’s Royal Commission on Railways in 1865, that it is 
“inexpedient at present to subvert the policy which has hitherto been adopted, of 
leaving the construction and management of railways to the free enterprise of the 
people, under such conditions as Parliament may think fit to impose for the 
general welfare of the public.” M. Peschaud declares that expense of operation 
under state ownership in Belgium has increased unduly, that the railway staff and 
employees are underpaid, and that the public is “not at all well satisfied with the 
result of state ownership.” “Incapable of assuring to travelers and traders the 
advantages promised at the time of purchase,” declares M. Peschaud; “assailed 
by complaints touching alike the technical and the commercial operation of state 
lines, incapable, also, of giving the personnel of the railway a position equal to 
that which the conceded lines assure to their workers, the Belgian state has not 
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been able to draw from its railway system the financial results which the wealth 
of the country, the density of the traffic and the possible economics in administra- 
tion should enable it to secure.’’ Conditions in Belgian are, nevertheless, con- 
ceived to have been especially favorable for successful government operation. 
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